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CONSTITUTION  OF  THE  NATIONAL  TAX 
ASSOCIATION 

As  Amended  at  the  Seventh  Annual  Meeting,  October 

25,  1913,  and  at  the  Ninth  Annual  Meeting, 

August  13,  1915 


ARTICLE  I 

Name  and  Objects 

Section  1.  The  name  of  this  association  shall  be  "National  Tax 
Association." 

Sec.  2.  Its  objects  shall  be  to  formulate  and  announce,  through 
the  deliberately  expressed  opinion  of  an  annual  conference,  the 
best  informed  economic  thought  and  ripest  administrative  experi- 
ence available  for  the  correct  guidance  of  public  opinion,  legisla- 
tive and  administrative  action  on  all  questions  pertaining  to  taxa- 
tion, and  to  interstate  comity  in  taxation. 

ARTICLE  II 

Membership 

Section  1.  Any  person  in  sympathy  with  the  objects  of  the 
association  shall  be  eligible  to  membership.  All  memberships  shall 
be  continuing  and  the  dues  therefor  shall  be  paid  annually  unless 
the  membership  is  discontinued  by  reason  of  death,  resignation  or 
non-payment  of  dues. 

Sec.  2.  The  annual  membership  dues  shall  be  five  dollars,  and 
shall  be  payable  in  advance,  on  the  date  of  application  for  member- 
ship, and  annually  thereafter.  Any  member  who  shall  fail  to  pay 
his  dues  within  one  year  from  the  date  when  payable  shall  be 
dropped  from  membership  on  account  of  such  non-payment. 

Sec.  3.  All  members  not  in  arrears  for  annual  dues  shall  be  en- 
titled to  receive,  without  charge,  one  copy  of  the  proceedings  of  the 
annual  conference  for  the  current  year,  and  one  copy  of  such  re- 
ports, bulletins,  pamphlets,  and  documents  as  may  be  issued  by  the 
association  from  time  to  time  for  general  circulation. 

(xi) 
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ARTICLE  III 

Annual  Conference 

Section  1.  An  annual  national  conference  on  taxation  shall  be 
held  under  the  auspices  of  this  association  during  the  month  of 
September  in  each  year,  or  at  such  time  and  place  as  its  executive 
committee  may  determine.  The  details  of  each  conference  shall  be 
arranged  by  the  executive  committee  in  cooperation  w^ith  such 
special  and  standing  committees  as  may  be  created  by  this  associa- 
tion at  its  annual  meetings  for  such  purposes. 

Sec.  2.  The  administrative  personnel  of  each  annual  conference 
shall  be  composed  of  three  delegates  appointed  by  the  governor  of 
each  State,  and  public  officials  holding  legislative  or  administrative 
positions  charged  with  the  duty  of  investigating,  legislating  upon, 
or  administering  tax  laws. 

Sec.  3.  The  educational  personnel  of  each  annual  conference 
shall  be  composed  of  persons  identified  with  universities  and  col- 
leges that  maintain  a  special  course  in  public  finance,  or  at  which 
that  subject  receives  special  attention  in  a  general  course  of  eco- 
nomics; members  of  the  profession  of  certified  public  accountants; 
and  public  men,  editors,  writers  and  speakers  who  hold  no  educa- 
tional or  official  position  but  who  have  developed  a  special  interest 
in  the  subject  of  taxation. 

Sec.  4.  The  voting  power  in  each  conference  upon  any  question 
involving  an  official  expression  of  the  opinion  of  the  conference 
shall  be  vested  in  delegates  appointed  by  governors  of  states;  imi- 
versities  and  colleges,  or  institutions  for  higher  education,  and  state 
associations  of  certified  public  accountants,  each  of  whom  shall 
have  one  vote. 

Sec.  5.     Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  association  shall  have  the  right  to 
vote  in  any  annual  conference  by  virtue  of  such  membership. 

Sec.  7.  The  last  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  resolutions  and  conclu- 
sions. The  report  of  this  committee,  as  adopted  by  the  conference, 
shall  be  its  official  expression  of  opinion,  and  it  shall  not  be  held 
to  have  endorsed  any  other  expression  of  opinion  by  whomsoever 
made.  The  voting  power  of  the  conference  upon  an  official  ex- 
pression of  its  opinion,  is  limited  with  the  purpose  of  safeguarding 
the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest;  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  this  associat- 
tion ;  or  favor  for  those  who  contribute  money  for  its  support.  The 
annual  conference  will  be  the  means  used  by  the  association  for 
carrying  into  practical  effect  its  purpose  to  secure  an  expression  of 
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opinion  that  will  formulate  and  announce  the  best  informed  eco- 
nomic thought  and  ripest  administrative  experience  available  for 
the  correct  guidance  of  public  opinion,  legislative  and  administra- 
tive action  on  all  questions  pertaining  to  taxation,  and  to  interstate 
comity  in  taxation. 

Sec.  8.  Organization  of  the  Conference.  —  The  temporary  and 
permanent  chairman;  secretary  and  official  stenographer;  address 
of  welcome  and  response  to  the  same;  meeting  place,  accommoda- 
tions for  delegates,  and  all  necessary  preliminary  details  for  each 
conference,  and  also  the  program  of  papers  and  discussions,  shall 
be  arranged  for  the  conference  by  the  executive  committee  of  this 
association.  All  other  details  of  the  organization  and  work  of  the 
conference  shall  be  arranged  by  the  delegates  present  in  such  man- 
ner as  they  may  from  time  to  time  decide. 

ARTICLE  IV 
Annual  and  Special  Meetings  of  the  Association 

Section  1.  The  annual  meeting  of  the  association  shall  be  held 
in  connection  with  the  annual  conference  and  at  such  time  as  the 
executive  committee  may  determine.  Sixty  days'  notice  shall  be 
given  to  all  members  of  the  time  and  place  at  which  such  annual 
meeting  is  to  be  held. 

Sec.  2.  Special  meetings  of  this  association  may  be  held  at  any 
time  and  place,  when  called  by  its  executive  committee.  At  least 
thirty  days'  notice  shall  be  given  to  all  members  of  each  special 
meeting,  which  notice  shall  specify  the  purpose  for  which  the  meet- 
ing is  called,  and  no  business  shall  be  transacted  at  such  meeting 
other  than  that  specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  this  association  shall  constitute  a  quorum  for  the 
transaction  of  business,  but  such  quorum  shall  at  no  time  be  less 
than  fifteen,  and  whenever  the  attendance  of  members  and  dele- 
gates exceeds  one  hundred,  twenty-five  shall  constitute  a  quorum. 

ARTICLE  V 

Officers  and  Executive  Committee 

Section  1.  The  affairs  of  this  association  shall  be  administered 
by  a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee  consisting  of  the  president,  vice-president, 
secretary,  treasurer  and  nine  additional  members  to  be  elected  by 
the  association  at  its  annual  meetings  and  to  hold  office  until  their 
successors  are  duly  elected.  In  the  discretion  of  the  association  the 
same  person  may  serve  both  as  secretary  and  treasurer.  The  ex- 
presidents  at  their  option  may  become  ex-officio  members  of  the 
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executive  committee,  and  two  honorary  members  of  the  executive 
committee  may  be  elected  annually  representing  the  Dominion  of 
Canada. 

Sec.  2.  Officers  shall  be  elected  for  terms  of  one  year  and  shall 
be  eligible  for  re-election.  Three  active  members  of  the  executive 
committee  shall  be  elected  each  year  for  terms  of  three  years  each, 
except  that  at  the  first  election  following  the  adoption  of  this 
amendment  three  such  members  shall  be  elected  for  terms  of  three 
years,  three  for  terms  of  two  years  and  three  for  terms  of  one  year 
each.  After  the  election  in  1915  no  such  member  of  the  executive 
committee  shall  be  re-elected  to  succeed  himself  thereon. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the 
executive  committee  or  of  any  standing  committee  may  be  filled  by 
the  executive  committee  for  the  unexpired  term. 

ARTICLE  VI 
Duties  of  Officers  and  Committees 

Section  1.  The  officers  of  this  association  shall  perform  the 
customary  duties  of  their  respective  offices,  and  such  other  duties 
as  may  be  assigned  to  or  required  of  them  from  time  to  time  by  its 
executive  committee,  or  by  the  association. 

Sec.  2.  When  compensation  is  paid  to  any  officer  of  this  asso- 
ciation, the  amount  thereof  shall  be  fixed  by  the  executive  com- 
mittee, and  payment  shall  be  made  only  as  authorized  by  that 
committee. 

Sec.  3.  The  Executive  Committee  shall  have  power  to  appoint 
additional  officers,  heads  of  departments  and  agents,  from  time  to 
time,  prescribe  their  duties,  fix  their  term  of  office,  and  their  com- 
pensations, and  also  to  appoint  standing  or  special  committees  and 
prescribe  their  powers  and  duties.  All  committees  appointed  by 
the  executive  committee  shall  report  to  that  committee. 

Sec.  4.  The  Executive  Committee  and  all  standing  committees 
created  by  this  association  shall  perform  such  general  and  special 
duties  as  may  be  assigned  to  them  by  the  association. 

Sec.  5.  Such  standing  and  special  committees  may  be  created 
from  time  to  time  by  this  association  as  may  be  deemed  necessary 
for  the  efficient  promotion  of  the  work  being  undertaken.  All  com- 
mittees appointed  by  the  association  shall  report  to  the  association. 

ARTICLE  VII 

Financial  Management 

Section  1.  This  Association,  its  Executive  Committee,  or  any 
of  its  officers,  agents,  or  employees  shall  have  no  power  to  contract 
a  debt,  or  liability  of  any  kind,   for  which  the  association  or   its 
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members  collectively  or  individually  can  be  held  responsible,  in 
excess  of  the  amount  of  its  funds  available  for  the  payment  of  the 
same. 

Sec.  2.  The  fiscal  year  of  the  association  shall  begin  with  the 
first  day  of  the  month  of  July  and  end  with  the  last  day  of  the 
month  of  June  in  each  year. 

Sec.  3.  The  accounts  of  the  Association  for  each  fiscal  year  shall 
be  closed  on  the  30th  day  of  June  in  each  year.  They  shall  be 
audited  by  a  chartered  or  certified  public  accountant,  who  shall 
certify  to  the  correctness  of  the  financial  reports  submitted  to  the 
association  at  its  annual  meeting. 

ARTICLE  VIII 
General  Offices  and  Library 

Section  1.  The  offices  and  library  of  this  association  shall  be 
established  and  maintained  at  such  place  or  places  as  may  be  deter- 
mined by  its  executive  committee. 

Sec.  2.  This  Association  shall  accumulate  and  properly  index, 
as  rapidly  as  its  funds  will  permit,  a  reference  and  circulating 
library  which  shall  contain  one  or  more  copies  of  every  useful 
leaflet,  pamphlet,  address,  document,  and  book  on  the  subject  of 
taxation.  As  far  as  is  possible  with  the  funds  available  for  the 
purpose,  this  library  shall  be  kept  continuously  written  up  to  date 
and  indexed  so  as  to  enable  its  custodian  to  supply  on  application 
correct  and  full  reference  to  all  authorities  on  any  phase  of  the 
subject  of  taxation,  the  decisions  of  courts,  the  statistical  results  of 
taxation  laws  and  of  changes  made  in  such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge  to 
all  members  of  this  association  and  to  all  legislative,  executive,  and 
judicial  officers  of  states  and  of  their  political  subdivisions,  and  to 
every  person  desiring  to  study,  discuss  or  speak  upon  any  feature 
of  the  subject  of  taxation. 

ARTICLE  IX 

Proceedings  and  Publication 

Section  I.  At  each  annual  meeting  the  association  shall  elect, 
or  authorize  its  president  to  appoint,  a  standing  publication  com- 
mittee, under  whose  supervision  a  full  report  of  the  proceedings  of 
the  annual  conference  last  held  shall  be  edited  and  published.  This 
committee  shall  also  edit  and  supervise  the  publication  of  all  re- 
ports, pamphlets,  and  literature  in  other  forms  issued  by  this  asso- 
ciation. 

Sec.  2.  The  Executive  Committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  this  association. 
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ARTICLE  X 

By-Laws 

Section  L  The  Executive  Committee  is  authorized  to  formulate, 
adopt,  and  from  time  to  time  amend,  such  by-laws  as  it  may  deem 
necessary  for  the  good  government  of  the  affairs  of  this  associaion, 
and  of  the  official  conduct  of  its  officers  and  committees. 

ARTICLE  XI 

Amendments 

Section  1.  This  Constitution  may  be  amended  at  any  annual  or 
special  meeting  of  this  association  by  a  two-thirds  vote  of  all  mem- 
bers present,  provided,  the  full  text  of  the  amendment  shall  have 
been  submitted  to  the  membership  by  the  executive  committee  or 
by  the  member  or  members  proposing  the  same,  at  least  thirty  days 
before  the  date  of  the  meeting  at  which  such  proposed  amendment 
is  acted  upon. 


FIRST  SESSION 
Monday  Afternoon,  November  26,  1926 

President  George  Vaughan,  Presiding. 

President  Vaughan  :  Gentlemen,  please  come  to  order. 

Mr.  H.  p.  Sneed  (Louisiana)  :  Mr.  Chairman,  under  the  Con- 
stitution of  the  National  Tax  Association  it  is  customary  that  the 
President  of  the  Association  act  as  the  permanent  chairman  of  this 
conference,  and  before  further  proceedings  are  taken,  I  move  that 
the  President  of  the  National  Tax  Association  be  designated  as 
chairman  of  the  conference. 

(Motion  duly  seconded) 

Mr.  Sneed:  It  has  been  moved  and  seconded  that  the  President 
of  the  National  Tax  Association  act  as  permanent  chairman  of  this 
conference. 

(Ayes  and  noes) 

Mr.  Sneed  :  The  motion  seems  to  have  carried  unanimously,  and 
Mr.  Vaughan,  the  President  of  the  National  Tax  Association,  is  the 
permanent  chairman  of  the  conference. 

Chairman  Vaughan:  It  is  necessary  to  have  also  a  secretary 
of  the  conference,  and  I  will  entertain  a  motion  for  secretary  of 
this  conference. 

Mr.  Sneed  :  By  the  same  token,  Mr.  Chairman,  I  move  that  Mr. 
A.  E.  Holcomb,  Secretary  of  the  National  Tax  Association,  be 
named  as  secretary  of  the  conference. 

Chairman  Vaughan:  Is  there  a  second? 

(Motion  duly  seconded) 

Chairman  Vaughan  :  Moved  and  seconded  that  A.  E  Holcomb, 
Secretary  of  the  National  Tax  Association,  be  constituted  the  sec- 
retary of  this  annual  conference.    Are  you  ready  for  the  question? 

(Call  for  the  question) 

(Ayes  and  noes) 

Chairman  Vaughan:  The  ayes  have  it,  and  Mr.  Holcomb  is 
the  secretary. 

1  (1) 


2  NATIONAL  TAX  ASSOCIATION 

By  way  of  introduction  for  the  afternoon  session,  I  want  to  ex- 
plain in  a  few  words  the  constitution  of  this  meeting.  Those  of 
you  who  are  familiar  with  the  organization  of  the  association  and 
the  conference  of  course  need  no  explanation,  but  there  may  be 
new  members  here  and  it  is  not  out  of  the  way. 

The  National  Tax  Association,  as  you  know,  was  organized  nine- 
teen years  ago  and  comprises  in  its  membership  any  person  who  is 
interested  in  the  subject  of  taxation.  Under  the  auspices  of  this 
association  there  is  held  each  year  an  annual  tax  conference,  this 
being  the  nineteenth  annual  conference  that  has  been  held. 

The  conference  itself  is  not  the  association,  but  merely  a  general 
conference  held  under  its  own  regulations  and  rules;  therefore,  as 
we  are  meeting  this  afternoon  and  the  next  few  days  as  a  confer- 
ence, this  preliminary  explanation  is  in  order  as  to  the  organization 
of  the  conference. 

As  we  go  along  there  may  be  some  matters  that  might  properly 
come  before  the  association,  and  there  will  be  a  session  on  Friday 
which  will  constitute  the  annual  meeting  of  the  association.  So, 
bear  in  mind  that  distinction,  and  there  will  be  no  confusion  in  our 
proceedings. 

We  have  the  pleasure  this  afternoon  of  an  opening  address  on 
behalf  of  Governor  Gifford  Pinchot  of  Pennsylvania,  by  the  Hon. 
William  A.  Schnader,  the  Deputy  Attorney  General. 

Hon.  William  A.  Schnader  (Deputy  Attorney  General  of  the 
Commonwealth  of  Pennsylvania)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen  of  the  National  Tax  Conference: 

As  your  chairman  has  told  you,  I  am  here  this  afternoon  as  the 
representative  of  the  Governor  of  Pennsylvania,  who  expected  to 
be  here  to  greet  you  personally,  but  at  the  last  moment  was  de- 
tained in  Harrisburg  by  an  unexpected  and  inescapable  public  duty. 
Governor  Pinchot  is  very  sorry  he  could  not  be  here  to  welcome 
you  in  person.  I  am  very  sorry  that  he  could  not  be  here,  for  I 
am  only  a  Philadelphia  lawyer,  and,  as  you  all  know,  Philadelphia 
lawyers  are  constitutionally  opposed  to  talking. 

Pennsylvania  is  very  glad  to  have  the  National  Tax  Association 
meet  within  her  borders.  Pennsylvania  knows  of  the  work  you  are 
doing.  Pennsylvania  has,  in  common  with  all  the  other  states  of 
the  Union,  large  problems  of  taxation  which  must  be  solved  sooner 
or  later. 

Our  governmental  expenditures  are  increasing  by  leaps  and 
bounds,  despite  the  most  rigid  economies  in  the  expense  of  admin- 
istration. Where  to  find  the  revenue  and  how  to  collect  it  are 
pressing  questions  for  us,  as  they  are  for  practically  all  the  states 
of  the  Union.  The  separation  from  the  citizenry  of  the  revenue 
necessary  for  the  operation  of  government  is  always  an  unpleasant 
operation  but,  as  I  understand  it,  one  of  the  objects  of  this  associa- 
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tion  is  to  render  that  operation  as  painless  as  possible,,  and  that  is 
an  exceptionally  good  work  for  you  to  be  doing. 

As  I  understand  it,  this  association  has  endorsed  and  been  in- 
strumental in  the  passage  in  a  number  of  states  of  legislation  pro- 
viding reciprocal  exemptions  from  inheritance  taxation.  That  was 
an  excellent  thing  for  this  association  to  have  had  a  hand  in.  As 
I  understand  it,  you  also  have  before  you  plans  of  various  kinds  to 
render  uniform  in  the  several  states  tax  laws  covering  the  same 
field  of  tax  legislation.  That  is  a  task  worthy  of  any  association's 
time  and  attention. 

We  hope  that  you  will  meet  with  great  success  not  only  in  de- 
vising but  in  having  adopted  legislation  looking  toward  that  gen- 
eral purpose.  In  any  problem  which  has  to  do  with  the  simplifica- 
tion of  the  collection  of  taxes  and  with  the  discovery  of  new  sources 
of  taxation,  all  of  the  states  of  the  Union  are  interested;  we  in 
Pennsylvania  probably  as  much  as  any  other  state. 

We  are,  therefore,  delighted  to  have  you  meet  here  in  Pennsyl- 
vania ;  we  are  proud  to  have  an  association  which  is  doing  the  work 
this  association  is  doing  meet  within  this  state. 

On  behalf  of  the  Commonwealth  of  Pennsylvania,  therefore,  it 
gives  me  the  greatest  pleasure  to  welcome  you  here  and  to  hope 
that  your  stay  with  us  may  be  exceedingly  pleasant,  and  that  this 
meeting,  the  nineteenth  of  your  association,  may  be  replete  with 
accomplishment. 

Chairman  Vaughan  :  I  know  I  voice  the  sentiment  of  our 
entire  membership  when  we  express  our  gratification  on  the  good 
fortune  of  having  a  session  of  our  organization  to  meet  in  a  Com- 
monwealth. We  have  been  meeting  in  states  heretofore,  and  I  am 
exceedingly  proud  that  we  are  now  meeting  under  the  auspices  of 
a  great  Commonwealth,  and  from  the  start  we  are  making  I  can  say 
that  I  believe  that  this  will  be  one  of  the  most  auspicious  meetings 
we  have  ever  had,  and  one  of  the  best  attended.  I  doubt  whether 
there  has  ever  been  a  first  session  of  our  meeting  as  largely  attended 
as  this  is  today. 

You  have  all  seen  the  program,  and  if  you  have  not  you  will 
provide  yourselves  with  copies.  I  want  at  this  time  to  urge  you, 
when  you  go  out  of  this  room,  if  you  have  not  already  done  so,  to 
register.  We  want  to  have  a  complete  record  of  all  the  partici- 
pants in  these  conferences,  and  we  will  do  all  we  can  to  make  it 
possible  for  you  to  get  acquainted  with  one  another.  The  personal 
contact  is  one  of  the  beauties  and  one  of  the  advantages  of  our 
organization,  and  we  cannot  have  that  personal  contact  without  in- 
formation, and  the  best  mode  of  information  is  to  find  out  the 
names.  Of  course  we  have  the  badges  with  names,  but  we  want  to 
provide  in  due  season  a  bulletin  that  will  indicate  the  members 
from  each  state.    That  will  enable  you  in  individual  groups  to  get 
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together  and  all  of  us  to  get  together.  We  have  had  a  very  inter- 
esting and  pleasant  voice  from  the  Commonwealth  of  Pennsylvania. 
Now  we  are  going  to  hear  from  the  City  of  Philadelphia,  and  I 
take  pleasure  in  introducing  to  you  the  Director  of  Public  Welfare 
of  the  City  of  Philadelphia,  Mr.  Charles  H.  Grakelow,  who  will 
now  address  you. 

Mr.  Charles  H.  Grakelow  (Director  of  Public  Welfare  of  the 
City  of  Philadelphia)  :  Mr.  President  and  Ladies  and  Gentlemen : 
At  this  time  and  in  the  great  Commonwealth  of  Pennsylvania  and 
the  City  of  Philadelphia,  permit  me  to  say  a  word  of  regret  on 
behalf  of  His  Honor  the  Mayor  at  his  absence  from  Philadelphia, 
which  makes  it  impossible  for  him  to  present  in  person  his  expres- 
sion of  appreciation  of  the  great  honor  you  have  conferred  upon 
this  Quaker  City  of  Philadelphia  in  holding  your  nineteenth  session 
of  the  conference  in  our  City  of  Brotherly  Love. 

We  are  delighted  to  have  you  in  the  City  of  Philadelphia,  and  I 
know  of  no  place  where  you  could  more  appropriately  come,  for, 
as  you  are  deeply  interested  in  taxation,  here  was  enacted  one  hun- 
dred and  fifty  years  ago  the  document  that  came  as  the  result  of 
taxation  without  representation ;  and  we  have  always  been  firm  in 
the  belief  that  proper  taxation  was  the  proper  method  and  the  only 
solution  to  a  good  functioning  of  well-organized  government;  so 
that  when  you  come  into  the  City  of  Philadelphia  you  not  only 
confer  an  honor  upon  the  City  of  Philadelphia,  but  you  find  an 
atmosphere  and  an  environment  that  is  very  conducive  to  healthful 
deliberation  and  which  will  make  possible  a  feeling  of  contentment 
and  peace  while  you  are  here. 

This  is  a  great  Commonwealth,  and  the  City  of  Philadelphia  is 
the  leading  city  of  the  State  of  Pennsylvania.  I  would  not  attempt 
to  touch  upon  Philadelphia  in  the  brief  time  that  is  allotted  to  me 
as  representing  His  Honor  the  Mayor.  You  would  think  I  were 
given  to  boasting  if  I  were  to  attempt  to  do  justice  to  the  city. 
I  will  simply  press  upon  you  the  advantage  of  tarrying  here  as  long 
as  possible,  visiting  Philadelphia  as  generously  as  possible,  and  by 
reason  of  your  visitations  will  come  the  happy  knowledge  that 
Philadelphia  is  one  of  the  most  progressive  cities  in  these  United 
States.  I  have  talked  Philadelphia  all  over  the  globe,  but  I  say 
frankly  to  you  that  I  am  still  sold  on  Philadelphia;  never  have  I 
had  my  thoughts  of  Philadelphia  so  confirmed  as  two  years  ago 
when  a  farmer  of  the  great  state  of  Maine  went  into  the  City  of 
Boston  and  there  visited  his  daughter.  He  wrote  home  after  a 
visitation  of  about  a  week  and  said,  "  Mother,  I  have  spent  a  week 
here  and  I  have  knocked  ten  years  off  my  life;  now,  son-in-law 
tells  me  that  the  Gay  White  Way  and  the  Midnight  Frolics  and 
Follies  of  New  York  City  will  knock  ten  years  off  any  man's  life, 
so  I  am  going  to  knock  another  ten  years  off ;  I  am  going  down  to 
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New  York  to  visit  daughter  Margaret,"  the  second  daughter  who 
had  married  and  left  home.  After  a  silence  of  ten  days  came  a 
communication  that  said,  "  I  have  knocked  ten  years  more  off  my 
life,  and.  Mother,  when  you  see  Dad  come  up  the  lane  to  the  farm- 
house you  will  see  a  man  forty  years  of  age  instead  of  sixty.  Now, 
I  think  I  ought  to  go  to  daughter  Ruth  in  Philadelphia.  They  tell 
me  the  town  is  slow;  they  tell  me  the  state  is  very  quiet  and  peace- 
ful, but  I  feel  that  I,  having  gained  twenty  years,  can  afford  to 
wait  a  day  or  two  and  visit  our  only  remaining  daughter,  whom  I 
have  not  yet  visited  in  her  own  home."  Then  a  silence  of  three 
weeks,  and  mother's  worst  fears  were  so  aroused  she  could  not 
imagine  what  possibly  had  happened  to  a  Maine  farmer  in  the  City 
of  Philadelphia;  and  then  came  a  telegram  from  daughter  Ruth 
that  explained  the  silence,  all  too  painful  and  too  concrete  in  its 
brief  message.  It  said:  "Father  died  this  morning  of  infantile 
paralysis.     Daughter  Ruth." 

I  say,  Mr.  President,  we  welcome  you  to  the  great  City  of  Phila- 
delphia; progressive,  historically  rich,  the  workshop  of  the  world 
welcomes  you  to  its  fold.  We  trust  that  out  of  your  deliberations 
will  come  much  of  benefit  to  the  people  of  those  many  communi- 
ties that  go  to  make  up  our  great  land. 

May  I,  on  behalf  of  just  the  speaker  himself,  say  that  while  you 
will  discuss  taxation  in  its  levying,  and  its  equal  distribution,  as  an 
owner  of  property  in  Philadelphia  I  trust  that  you  may  some  time 
during  your  deliberations  of  five  days  discuss  or  consider  how  the 
owner  of  property  can  raise  the  money  to  pay  his  taxes.  I  should 
like  to  attend  that  session  personally.  But,  seriously  speaking,  we 
have  a  marvelous  development  here  in  the  City  of  Philadelphia. 
We  want  you  to  know  more  about  her ;  we  want  you  to  know  of 
the  great  intensive  municipal  program  that  the  present  administra- 
tion has  launched,  is  carrying  through,  and  will  have  practically 
completed  by  the  end  of  next  year  when  we  retire  from  office, 
under  the  able  management  and  direction  of  our  present  Mayor. 
I  want  you  to  know  just  what  is  being  done  in  the  City  of  Phila- 
delphia, and  out  of  that  contact  will  come  something  I  think  help- 
ful to  you,  and  much  of  benefit  to  us,  because  we  will  gain  by 
reason  of  knowing  you  better  and  learning  something  of  your  slant 
on  our  problems  in  the  City  of  Philadelphia  and  the  great  State  of 
Pennsylvania. 

Taxation  is  the  one  avenue  whereby  the  best  results  can  be  ob- 
tained, for,  as  our  country  found  its  birth  in  the  revolt  against 
taxation  without  representation,  so  an  equitable  and  just  placing  of 
taxes  makes  possible  the  lubricant  that  greases  the  wheels  of  prog- 
ress and  makes  possible  the  carrying  on  of  the  great  improvements 
that  keep  these  United  States  abreast  of  the  progress  of  the  nations 
of  the  world;  and,  therefore,  on  behalf  of  his  Honor  the  Mayor, 
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may  I  again  say,  "  Thrice  welcome  to  the  City  of  Philadelphia." 
Be  assured  of  our  cooperation  in  every  way  possible,  and  likewise 
feel  confident  that  anything  that  will  add  to  the  pleasure  of  your 
stay,  and  the  success  of  your  deliberations,  his  Honor  the  ]\Iayor, 
and  we  of  the  city  government,  await  your  commands  to  cooperate, 
along  the  different  lines  that  you  may  suggest,  that  will  add  to  your 
pleasure  and  happiness  while  here. 

Chairman  Vaughan  :  We  certainly  feel  that  such  a  warm 
welcome  should  be  appropriately  responded  to,  and  I  am  going  to 
ask  Mr.  W.  A.  Hough  of  Indiana  to  give  us  a  few  remarks  in  re- 
sponse to  this  welcome.     Mr.  Hough,  come  forward. 

Mr.  W.  a.  Hough  (Indiana)  :  Mr.  Chairman,  representatives  of 
the  great  State  of  Pennsylvania  and  the  City  of  Philadelphia,  IMem- 
bers  of  the  Tax  Conference,  Ladies  and  Gentlemen : 

It  is  certainly  a  great  pleasure  to  all  of  us  to  be  here  and  to  re- 
ceive such  a  hearty  welcome  from  the  representatives  of  the  State 
and  of  the  City  of  Philadelphia.  It  would  seem  that  the  gentlemen 
who  have  spoken  to  you  are  all  interested  in  the  question  of  taxa- 
tion, and  the  Director  of  Public  Welfare  has  asked  a  very  pertinent 
question,  which  I  thought  perhaps  ought  to  be  answered  by  some 
member  of  this  conference.  He  wants  to  know  how  a  resident  of 
the  great  State  of  Pennsylvania  can  raise  enough  money  to  pay  his 
taxes.  I  think  the  best  way  to  do  would  be  to  have  the  primary 
held  immediately  before  tax-paying  time,  when  everybody  would 
have  plenty  of  money  and  could  pay  his  taxes  without  throwing 
them  on  his  own  private  exchequer.  In  fact,  it  would  be  perhaps 
easier  to  pay  your  taxes  here  than  in  any  other  state  in  the  Union, 
with  the  exception  of  Illinois. 

I  noticed  in  yesterday's  paper,  as  I  was  coming  down  on  the 
train,  that  we  had  elected  a  senator  in  the  State  of  Indiana  who 
had  actually  expended  $1910  in  his  campaign,  which  seems  to  be 
rather  a  bargain  price,  and  might  possibly  raise  the  question  as  to 
whether  the  goods  are  really  worth  it. 

The  problems  that  we  are  to  discuss  here  at  this  five  days'  con- 
ference will  cover  almost  every  sort  of  an  angle  in  the  way  of 
taxation,  the  subject  of  better  roads  and  more  roads,  better  schools 
and  higher  priced  school  buildings,  better  parks  and  more  money 
expended  on  the  parks,  and  so  on;  and  if  we  would  devote  our- 
selves to  a  close  study  of  this  question  it  would  be  resolved  into 
one  final  solution  of  this  problem,  and  that  is  that  we  shall  never 
solve  the  problems  of  taxation  until  every  dollar  of  public  money  is 
as  well  expended  as  it  would  be  in  a  well-managed  private  business. 
You  may  fix  budgets  until  you  are  blind;  you  may  go  through 
facts  and  figures  until  the  brain  reels,  and  you  may  study  different 
methods  of  taxation  and  shifting  the  burdens   from  one  class  of 
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property  to  another,  but  you  will  never  find  any  solution  until  you 
control  the  expenditures  of  government  by  some  sort  of  central 
body  which  does  not  expend  the  money.  That  is  the  real  solution. 
In  every  city  of  the  United  States,  the  different  boards  and  com- 
missions that  control  public  health,  public  schools,  the  parks,  your 
highways,  each  one  wrapped  up  in  its  own  particular  activity, 
never  see  the  whole  situation.  Your  school  boards  always  want 
more  money  and  more  money  and  more  money  for  the  schools,  be- 
cause they  see  nothing  else ;  your  park  boards  want  more  money 
and  more  money  and  more  money  for  the  parks,  because  they  never 
see  the  schools;  they  never  see  the  sanitary  department;  they  never 
see  what  the  board  of  health  is  doing;  and  each  one  of  these  dif- 
ferent boards,  functioning  separately,  sees  only  its  own  particular 
activity;  and  no  city  in  the  United  States  today  has  a  central  board 
to  look  down  and  say,  "  Here  is  our  income,  we  will  spend  that 
income  by  dividing  it  up  among  the  different  activities  of  our  city." 
Instead  of  that  the  different  boards  and  commissions  that  you  have, 
get  together  and  fix  their  own  particular  levies  for  taxation,  and 
then  go  over  to  the  other  side  and  out  of  the  pockets  of  the  tax- 
payers they  create  that  income. 

Cities  and  counties  and  townships  are  not  run  as  well  as  private 
businesses  should  be  managed. 

It  is  a  great  study  of  facts  and  of  figures;  and  it  is  an  old  saying 
that  figures  will  not  lie.  The  fact  is,  that  is  about  the  way  the 
argument  turns  nowadays.  But,  I  have  never  seen  one  of  these 
boards,  and  they  come  before  the  State  Tax  Board  in  the  State  of 
Indiana,  who  could  not  stand  up  in  front  of  you  and  make  their 
figures  lie,  and  we  have  to  turn  them  upside  down  to  look  at  the 
seams,  and  look  at  the  patchwork  that  has  been  manufactured,  in 
order  to  present  a  budget  where  it  has  to  be  presented. 

I  surely  ought  not  to  take  any  more  of  your  time,  but  the  central 
idea  that  I  want  to  drive  home  to  you  people  here  today  is,  that 
there  can  never  be  any  solution  of  the  problem  of  taxation  until 
some  other  body  than  the  one  that  spends  the  money  provides  the 
money  for  these  different  boards  and  commissions  to  expend.  There 
is  such  a  terrible  pressure  that  is  brought  to  bear  upon  park  boards, 
upon  school  boards,  upon  your  boards  of  health,  upon  the  board  of 
public  works,  your  fire  department  and  your  police  department,  by 
people  who  want  places,  by  some  man  who  has  been  defeated  for 
the  nomination  for  auditor,  and  must  be  provided  for  in  some  other 
way,  and  is  therefore  qualified  to  take  some  sort  of  a  place  that  he 
has  not  the  faintest  idea  in  the  world  about  administering. 

This  association  has  done,  I  believe,  an  immense  amount  of  good 
by  the  comparative  figures  that  are  brought  together  by  the  dif- 
ferent states;  and  I  think  that  is  the  greatest  advantage  of  a  meet- 
ing of  this  character,  that  we  get  together  and  make  comparisons 
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of  what  is  being  done  in  other  states  with  the  same  amount  of 
money. 

For  instance,  I  have  in  mind  one  state  which  has  300,000  fewer 
people  than  we  have  in  the  State  of  Indiana,  and  which  last  year 
spent  $10,000,000  more  than  our  state  did.  Now,  it  is  a  good  thing 
to  analyze  the  expenditure  of  that  money  to  see  whether  or  not  you 
are  getting  value  received  out  of  it.  That  is  one  of  the  greatest 
advantages  I  think  of  a  meeting  of  this  character,  to  see  what  is 
being  expended  on  roads,  what  is  being  expended  on  schools,  what 
is  the  per  capita  cost;  and  then  ascertain  why  just  as  good  results 
cannot  be  obtained  with  a  less  expenditure  of  public  money. 

I  sometimes  get  started  and  cannot  stop  when  I  am  talking  about 
this  sort  of  situation. 

I  want  to  say  we  appreciate  very  much  indeed  the  hearty  wel- 
come that  has  been  extended  to  us,  and  if  we  can  do  some  good 
here  in  the  State  of  Pennsylvania  and  in  all  of  the  other  states  that 
are  represented  here,  by  the  discussion  of  these  problems,  I  shall 
feel  that  this  conference  has  done  a  wonderful  thing  and  shall  be 
justified  in  meeting  at  this  place;  and  we  hope  to  be  able  to  justify 
the  splendid  welcome  that  has  been  extended  to  us.    Thank  you. 

Chairman  Vaughan  :  An  admirable  feature  of  our  conferences 
is  that  they  are  participated  in  by  representatives  of  different  in- 
terests, the  three-fold  principal  division  as  between  tax  administra- 
tors, taxpayers,  and  the  technical  or  economic  experts  from  the 
colleges. 

I  am  going  to  ask  a  representative  from  the  Farm  Bureau  Fed- 
eration, Mr.  C.  A.  Dyer  of  Ohio,  to  respond  with  a  few  remarks. 

Mr.  C.  a.  Dyer  (Ohio)  :  Mr.  Chairman,  Ladies  and  Gentlemen: 
I  also  represent  the  National  Grange.  They  always  pick  on  Ohio 
in  all  these  conventions,  and  they  always  get  me  up  as  a  sample  of 
Ohio  beauty.  We  have  some  other  fellows  here  that  I  believe  could 
excel  me,  but  they  never  call  on  them. 

I  want  to  quarrel  with  the  judge  that  spoke  a  minute  ago.  He 
said  there  was  no  city  in  the  United  States  that  had  any  central 
control  of  the  expenditure  of  money.  We  have  one  in  Ohio,  at 
least — Youngstown.  But  the  control  body  is  a  voluntary  body,  and 
they  are  cutting  taxes,  expenditures,  bonds  and  everything  else  in 
that  City  of  Youngstown,  and  it  would  pay  you  folks  who  represent 
the  cities  all  over  the  United  States,  to  write  to  the  City  of  Youngs- 
town and  find  out  how  they  have  done  it.  It  is  rather  cheering, 
that  I  can  bring  this  to  you. 

I  was  very  much  disappointed  in  the  welcome  we  received  from 
the  City  of  Philadelphia.  I  thought  likely  we  would  get  out  like 
we  had  in  Cleveland  at  one  time,  where  they  gave  us  a  little  key  of 
the  city  and  also  a  little  card  that  instructed  every  police  officer  in 
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the  city  to  free  us  if  we  broke  any  of  the  laws.  Probably  that  can 
be  rectified. 

We  farm  folks  are  very  much  interested  in  taxation  and  very 
much  interested  in  the  deliberations  of  this  body.  It  has  helped  in 
a  great  many  instances,  and  I  know  it  will  help  a  great  deal  more, 
because  it  is  getting  away  from  just  the  theory  of  finding  out  how 
to  get  taxes  that  is  going  in  all  sorts  of  directions. 

I  had  quite  a  lot  of  correspondence  with  Secretary  Holcomb 
about  how  to  find  values,  and  he  sent  me  court  decisions,  and  he 
finally  intimated  in  a  letter  to  me  that  I  was  rather  daffy,  and  I 
happened  to  see  a  letter  he  wrote  tq  a  confidential  friend  in  Ohio 
in  which  he  did  say  I  was  daffy;  but  I  see  he  has  the  two  subjects 
on  the  program. 

In  Ohio  we  have  some  counties  that  have  not  been  reappraised 
since  1910,  and  we  are  having  an  awful  time,  and  the  tax  commis- 
sioner will  probably  tell  you  about  it  before  the  meeting  is  over. 
His  hair  has  turned  gray  and  he  has  lost  a  lot  of  it. 

The  job  of  finding  values  is  some  job. 

There  is  something  else  I  am  going  to  say  right  now.  I  will  not 
get  another  chance.  There  is  another  kind  of  taxation  that  I  think 
this  body  ought  to  look  into  a  little  bit.  There  has  been  pending 
before  Congress — don't  throw  anything  at  me  now — for  the  last  two 
sessions,  farm  relief  bills;  and  in  those  farm  relief  bills  there  has 
been  an  animal  mentioned ;  they  call  it  an  equalization  fee ;  and  I 
have  been  doing  some  research  work  about  it,  and  that  equalization 
fee  is  nothing  in  the  world  but  a  sales  tax;  and  the  thing  will 
likely  be  before  the  short  session  of  Congress  and  nothing  done, 
but  it  will  be  considered  again  before  the  long  session  of  Congress 
that  follows ;  and  I  believe  it  would  be  a  good  thing  for  the  farmers 
of  the  United  States  if  this  body  would  appoint  a  committee  to  look 
into  the  ramifications  of  an  equalization  fee,  that  is,  a  sales  tax. 
That  would  be,  I  believe,  crucifying  most  of  the  farm  folk  of  the 
United  States  as  well  as  the  urban  dwellers  and  consumers.  There 
are  a  lot  of  western  fellows  here,  and  I  suppose  I  will  get  sand- 
bagged out  in  the  hall  for  saying  that. 

I  would  like  to  give  you  some  advice  about  a  whole  lot  of  things, 
but  I  don't  think  I  will  do  it.  I  remember  that  private  John  Allen 
told  a  story.  He  said  a  colored  mammy  came  to  him  and  asked 
him  how  best  to  feed  chickens.  He  told  the  old  lady  to  feed  them 
bran  and  sawdust  mash.  The  old  mammy  did  this,  the  chickens 
laid  eggs,  and  quite  naturally  she  set  the  eggs,  and  after  they  were 
hatched  she  came  to  Mr.  x\llen.  He  looked  in  the  basket,  and  there 
were  fourteen  fowls  there,  thirteen  had  wooden  legs  and  the  other 
one  was  a  woodpecker. 
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Chairman  Vaughan  :  I  think  we  want  a  response  now  from 
the  University  people,  and  I  am  going  to  ask  Professor  Belknap  of 
the  University  of  Louisville  to  come  forward. 

Professor  William  B.  Belknap  (Kentucky)  :  I  always  like  to 
state  where  I  am  from  and  what  I  am.  I  am  from  the  University 
of  Louisville,  and  I  claim  I  am  just  as  much  a  practical  tax  man  as 
anybody.  The  fact  that  I  teach  in  the  university  I  do  not  think 
rules  me  out.  We  have  one  tax  bill  on  the  statutes  of  Kentucky 
that  bears  my  name,  and  a  good  many  others  that  have  borne  my 
marks  on  them,  for  good  or  worse. 

I  was  working  for  a  highway  down  home.  I  went  up  and  talked 
to  some  of  my  friends  about  this  highway.  We  had  a  little  meeting, 
and  there  were  more  extra  chairs  than  there  are  here  today.  One 
of  the  men  turned  to  me  and  said,  "  Belknap,  there  is  a  very  small 
meeting  here  today;  I  believe  if  you  can  come  back  Thursday  or 
the  next  day,  which  is  court  day,  we  can  give  you  a  real  good 
meeting;  and  you  about  won  us  over  on  this  proposition,  and  we 
would  like  to  have  you  come  up  there  if  you  will."  I  said,  "  I  will 
come  back  any  time  you  say.  I  have  got  my  heart  in  this  thing." 
As  I  started  out  of  the  room — I  had  been  talking  about  half  an  hour 
and  was  about  talked  out — I  started  out  of  the  room  and  one  of 
them  said :  "  When  you  come  up  Thursday,  bring  a  speaker  with 
you." 

Now,  that  is  very  often  the  way  I  feel  when  I  get  up  at  one  of 
these  conventions.  You  know,  we  all  enjoy  that  old  Kentucky 
oratory  that  is  pulled  off,  and  I  wish  I  could  do  it.  I  remember 
hearing  a  speech  about  two  or  three  years  ago  by  one  of  our  prac- 
tical men,  who  had  been  a  politician;  he  so  considered  himself  for 
a  long  time ;  he  was  supporting  a  nominee  for  primary  for  gov- 
ernor, named  Cantwell,  who  has  since  died,  and  he  was  talking 
about  one  of  our  big  politicians  there,  and  this  is  the  way  he  ended 
his  speech.  I  cannot  do  this  kind  of  thing.  I  wish  I  could,  seri- 
ously: "And  now,  when  you  go  to  your  little  homes,  and  the  little 
lamp  is  lighted  on  the  table,  and  the  fire  is  burning  in  the  grate, 
and  your  little  daughter  comes  and  puts  her  head  upon  your  lap  to 
say  her  prayers  to  God,  and  you  have  her  say,  '  Now  I  lay  me 
down  to  sleep,'  and  the  rest  of  it,  and  end  up  with  '  God  bless 
James  B.  Brown  and  J.  Campbell  Cantwell.'  " 

Now,  1  cannot  pull  that  stuff.  I  wish  I  could.  It  goes  great  in 
lots  of  places,  places  where  you  would  think  it  would  not  go.  But, 
we  all  like  it. 

I  have  several  things  on  my  chest.  We  are  right  at  the  opening 
of  the  meeting,  and  I  hope  nobody  else  is  going  to  get  up  that 
hasn't  really  something  to  say.  I  hope,  though,  that  the  people  that 
have  something  to  say  will  not  be  held  back  by  any  false  modesty 
or  any  worry  about  what  the  people  at  home  are  going  to  think. 
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Now,  I  have  served  two  terms  in  the  legislature,  and  I  know  that 
about  99  per  cent  of  the  speeches  in  the  legislature  are  made  with 
one  eye  on  the  home  newspaper.  If  any  of  you  here  are  new  mem- 
bers of  this  assembly,  it  may  be  well  to  tell  you  that  your  remarks 
are  not  going  to  carry  back  to  the  home  newspaper,  unless  you 
write  them.  Of  course,  if  you  send  them  back,  they  may  get  them. 
But  you  are  perfectly  safe  in  expressing  your  real  opinions  here. 
You  would  be  surprised  about  how  little  attention  anybody  outside 
of  the  room  will  pay  to  them,  and  how  little  some  in  the  room  will 
pay  to  them.  But,  a  body  of  this  kind  is  only  going  to  be  worth 
while  if  we  are  absolutely  honest  with  one  another. 

When  I  was  in  New  York  this  spring,  two  fellows  were  having 
a  dialogue — two  politicians;  one  of  them  said,  "A  woman  is  a  beau- 
tiful creature,"  and  the  other  one  said,  "  Yes,  I  stand  off  and  I 
look  at  the  beautiful  hair  and  beautiful  eyes  and  never  want  to 
touch  a  hand,  or  hold  a  hand,  or  put  my  arm  around  her."  The 
other  one  said,  "  Yes.  I  feel  the  same  way."  Then  the  second  one 
looked  at  him  and  said,  "  What  is  the  use  of  you  and  me  lying  to 
each  other?" 

There  isn't  any  use  of  our  lying  to  one  another  here.  It  is  not 
going  to  get  in  the  home  papers,  and  it  is  not  going  to  do  us  any 
good. 

We  have  got  some  very  serious  problems;  we  have  got  largely 
the  problems  of  raising  money,  and  I  know  my  father  always  taught 
me  as  I  grew  up  to  never  worry  about  spending  money.  He  said, 
"  You  will  always  find  a  place  to  spend  it ;  always  worry  about 
saving." 

So,  you  hear  a  great  deal  of  talk  about  how  we  ought  to  worry 
about  the  expenditure  of  public  money.  Now,  there  isn't  much  use 
worrying  about  expenditure.  I  think  some  of  our  Indiana  friends 
have  the  right  idea,  or  some  ways  of  keeping  from  spending  it. 
I  think  a  lot  of  us  have  to  worry  along  those  lines;  but  we  have 
to  raise  the  money. 

There  are  always  going  to  be  objections  to  every  tax.  Unless 
the  objections  are  all  mighty  valid,  they  do  not  interest  me.  What 
I  am  interested  in  is  how  to  get  the  money  and  not  how  to  spend  it. 
I  want  to  see  how  to  -get  the  money;  and  I  haven't  a  great  deal  of 
sympathy  for  rich  people.  I  am  fairly  comfortably  fixed  myself, 
and  I  know  a  lot  of  real  rich  people,  and  the  richer  they  are  the 
more  able  they  seem  to  take  care  of  themselves.  They  will  do  all 
their  own  worrying;  you  do  not  have  to  worry  about  them.  The 
thing  to  do  is  to  worry  about  getting  the  money  without  being  un- 
fair, or  without  killing  the  incentive  of  our  nation;  but,  we  have 
got  to  get  money,  we  have  got  to  get  lots  of  money.  We  have  to 
build  roads,  we  have  to  have  schools.  I  don't  know  how  all  of  you 
are  fixed;  I  know  how  Kentucky  is  fixed  on  school  money.    I  know 
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some  of  your  western  states  are  pretty  well  off  on  school  money, 
Kentucky  is  in  an  awful  fix  on  school  money. 

I  am  personally  interested,  for  instance,  in  the  race  horse  tax. 
I  want  to  see  a  tax  on  gambling-.  Preachers  all  throw  up  their 
hands  and  say  I  am  in  league  with  the  devil,  and  all  that.  I  don't 
care;  if  the  devil  is  going  to  be  around  I  want  him  to  pay  up  his 
tax  like  everybody  else. 

Now,  we  haven't  anything  down  for  discussion  on  race  horse 
taxes.  I  wrote  the  secretary  early  in  the  game.  I  thought  that  was 
one  of  the  most  interesting  forms  of  tax  for  such  states  in  the 
country  that  are  as  evil  as  to  have  a  good  track  and  a  lot  of  outside 
people  coming  that  have  more  money  than  morals.  We  are  glad 
to  see  them  and  glad  to  get  the  money,  but  we  are  glad  to  keep  a 
little  more  than  we  are  entitled  to.  That  is  one  thing  I  think  we 
ought  to  consider.  I  think  we  ought  to  try  to  dig  up  all  of  the  odds 
and  ends  of  taxes  of  that  kind  that  will  yield  money  to  the  treasury 
without  oppressing.  I  don't  care  how  it  oppresses  people  that  have 
got  money  to  spend,  but  I  want  taxes  that  do  not  oppress  the  man 
who  has  a  mighty  small  income  and  has  a  family  where  he  cannot 
meet  expenditures.  I  am  so  sick  of  piling  taxes  on  the  same  old 
places  that  I  am,  as  I  say,  interested  in  these  taxes  on  gambling; 
interested  in  all  kinds  of  luxury  taxes,  taxes  where  people  do  not 
have  to  pay  them  if  they  do  not  do  the  thing  they  are  talking  about. 
That  is  one  thing  I  think  we  want  to  keep  our  minds  on.  And  then 
another  thing  we  want  to  keep  before  us  is  this  question  of  state 
and  federal  jurisdiction. 

We  had  a  meeting  here  in  Philadelphia  at  which  I  spoke,  two 
weeks  ago;  we  gave  up  a  morning  to  state  and  federal  sources  of 
revenue,  and  ver^-  much  the  same  old  crowd  spoke  as  always  speaks. 
There  is  one  of  them  over  there.  I  spoke,  and  I  think  the  others 
are  here.  Here  is  one;  there  were  two  others,  Gary  and  Professor 
Seligman,  both  of  whom  are  familiar  to  all  the  old-timers,  so  you 
did  not  miss  anything  that  you  have  not  had  and  won't  have  over 
again;  but  it  is  a  question  that  has  got  to  come  before  us,  and  I 
made  the  suggestion  then,  and  I  want  to  just  keep  it  before  you. 
Whenever  we  hit  some  little  obstacle  we  say  we  will  let  the  Fed- 
eral Government  do  it  —  education,  child  labor  and  all  the  other 
things.  I  don't  want  to  start  any  real  fight  here  on  things  off  of 
taxation,  but  I  made  the  suggestion  that  we  get  a  little  more  power- 
ful body  out  of  some  sort  of  combination  of  all  of  the  organiza- 
tions that  now  function.  We  have  the  National  Tax  Association, 
we  have  the  Governors'  Conference,  and  we  have  the  American 
Bankers  Association.  We  have  the  American  League  of  Women 
Voters;  I  do  not  believe  there  is  a  week  in  the  year  that  we  do  not 
get  some  sort  of  an  organization  like  this  together,  and,  like  Mark 
Twain  said  about  the  weather,  we  have  talked  a  lot  about  it  but  do 
mighty  little  about  it. 
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Now,  we  have  done  good  here,  and  we  can  do  a  lot  more  good; 
but  if  we  could  get  together  with  this  organization  that  is  a  sort  of 
an  offspring  perhaps  of  the  American  Bar  Association — the  Amer- 
ican Legislators  Association,  I  think  they  call  it,  which  met  for  the 
first  time  in  Denver  this  last  year,  we  can  help  to  bring  some  order 
out  of  the  chaos  of  these  interstate  tax  problems. 

Senator  Edmonds  got  together  a  little  meeting  one  time  that  has 
been  of  big  benefit  to  these  states  up  here.  He  was  good  enough 
to  let  me  sit  in  on  it,  to  discuss  inheritance  taxes,  right  around  in  a 
close  circle,  so  that  people  could  not  move  over  the  state  line  just 
to  get  out  of  it. 

Take  the  question  of  the  coal  tax  down  home.  The  coal  oper- 
ators die,  and  before  they  die  they  say,  "  What  is  killing  us  is  that 
they  are  talking  about  this  coal  tax,"  and  all  the  states  around  us 
have  not  got  it,  and  therefore  we  cannot  get  it.  Therefore,  I  should 
like  to  get  the  states  around  us  to  say,  "  Gentlemen,  coal  is  not 
paying  any  tax  to  amount  to  anything  in  our  state,  and  a  pretty 
good  guess  is  that  it  is  not  paying  much  in  your  state."  They  all 
say  they  would  not  mind  this  tax  except  Virginia  hasn't  this  tax, 
and  Ohio  hasn't  any  tax,  and  Illinois ;  and  then  when  they  try  to  do 
it,  they  tell  them  Kentucky  has  no  tax. 

Now,  if  we  could  get  together  and  talk  these  things  over  so  we 
could  have  the  same  tax  assessment  day,  for  instance,  and  whether 
or  not  people  moved  back  and  forth,  we  could  get  together  on  the 
coal  tax,  or  race  track  tax,  or  whatever  we  wanted  to  get  together 
on.  We  would  not  be  tending  to  throw  all  these  things  to  the 
Federal  Government.  I  have  mentioned  a  few  of  these  odd  things 
on  my  heart.  INIaybe  we  can  get  up  a  good  fight  over  it.  If  we 
cannot,  there  is  nothing  lost.     I  thank  you. 

Chairman  Vaughan  :  Now,  in  concluding  these  remarks  of 
welcome  and  greeting,  I  am  going  to  call  on  the  representative  of 
another  government.  Our  tax  association  is  really  international  in 
its  character,  because  it  has  been  participated  in  frequently  by  rep- 
resentatives from  Canada,  and  today  we  have  Mr.  White,  the  So- 
licitor of  the  Treasury  of  Ontario,  Canada,  and  we  will  ask  Mr. 
White  to  come  forward. 

J.  T.  White  (Solicitor  of  the  Treasury  of  Ontario,  Canada)  : 
Mr.  Chairman,  Ladies  and  Gentlemen :  I  appreciate  very  much  the 
kind  invitation  from  the  National  Tax  Association  to  be  present  at 
this  meeting,  speaking  also  on  behalf  of  representatives  from  other 
provinces  who  will  probably  later  be  here. 

We  learn  from  you  and  we  hope  we  always  will  have  something 
to  learn  from  you,  and  we  hope  some  time  to  have  you  meet  with 
us  and  probably  you  will  learn  something  from  the  study  of  our 
problems. 
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I  also  wish  to  take  this  opportunity  to  thank  the  representatives 
of  the  State  of  Pennsylvania  and  of  the  City  of  Philadelphia  for 
their  very  hearty  words  of  welcome.  In  the  remarks  made  by  the 
representative  of  his  Worship,  the  Mayor,  I  remember  he  referred 
to  his  friend  from  Maine,  who  took  twenty  years  off  his  life  by 
merely  visiting  Boston  and  New  York.  It  reminded  me  of  a  French 
Canadian  member  of  Parliament  who,  wishing  to  convey  the  idea 
that  he  spent  the  week  end  in  Toronto,  said,  "  I  spent  a  week  in 
Toronto  last  Sunday."  Now,  having  spent  Sunday  in  Philadelphia, 
I  have  some  idea  of  what  my  French  Canadian  friend  referred  to. 

I  hope,  Mr.  President,  before  the  meeting  is  over  to  take  the 
opportunity  of  extending  on  behalf  of  the  Province  of  Ontario  a 
very  cordial  invitation  for  you  to  hold  your  next  conference  in  the 
City  of  Toronto.  You  will  find  it  a  very  convenient  place.  I  won't 
take  up  your  time  by  telling  you  all  about  it,  but  it  is  very  con- 
venient to  Niagara  Falls,  in  fact  just  a  short  distance  from  there, 
probably  about  the  same  distance  as  across  the  English  Channel, 
and  probably  most  of  you  will  be  able  to  swim  over.  We  hope  to 
have  you  all  there  anyway,  whether  you  come  by  rail  or  by  water. 

You  will  find,  as  I  stated  before,  many  of  our  problems  there  are 
similar  to  your  own,  and  the  gentleman  from  Louisville  will  learn 
something  about  the  race  track  tax,  which  I  had  something  to  do 
with  framing,  and  which  has  been  in  operation  for  a  number  of 
years,  from  which  we  derive  a  very  large  revenue,  and  I  do  not 
think  our  morals  have  suffered  by  reason  of  the  contact  of  the  state 
in  the  proceedings  of  betting.  The  betting  would  have  gone  on 
just  the  same  if  we  hadn't  taken  the  money  from  it,  and  we  have 
had  the  benefit  from  that  source  of  revenue  for  some  time.  I  thank 
you,  Mr.  President. 

Chairman  Vaughan  :  Now,  Ladies  and  Gentlemen,  we  have 
been  in  session  not  quite  an  hour  yet,  and  we  will  adjourn  within 
ten  or  fifteen  minutes.  We  have  some  important  matters  to  attend 
to,  and  then  we  will  have  an  announcement  of  great  importance. 

The  first  business  will  be  the  adoption  of  rules  to  control  the 
conferences.  I  am  going  to  ask  the  secretary  to  read  the  rules 
that  I  believe  have  been  submitted  by  the  executive  committee. 
Mr.  Holcomb. 

Secretary  A.  E.  Holcomb  :  Mr.  Chairman :  As  the  chairman 
stated,  the  constitution  of  the  National  Tax  Association  under 
which  this  conference  is  called,  and  under  the  auspices  of  which  it 
is  held,  requires  the  executive  committee  of  that  association  to  pro- 
vide the  details  of  the  conference.  In  execution  of  that  demand  of 
the  constitution  of  the  National  Tax  Association,  the  following 
rules  have  been  adopted,  and  are  suggested  to  the  conference  by 
the  executive  committee,  which  held  its  meeting  just  prior  to  this 
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session.  I  ask  your  careful  attention  to  the  rules,  because  some  of 
them  are  slightly  changed  from  those  of  previous  years,  and,  at  any 
rate,  whatever  they  are,  it  is  essential  that  those  who  participate  in 
the  conference  shall  do  so  with  full  knowledge  of  these  rules.  It 
is  very  difficult  for  a  chairman  or  presiding  officer  to  comment  in 
any  way  when  a  rule  is  being  violated;  it  is  necessary  to  allow 
some  little  violations;  but  if  everybody  would  be  good  enough  to 
recognize  that  these  rules  are  rules,  and  that  they  are  designed  to 
carry  out  the  prompt  processes  of  the  conference,  it  will  help 
greatly.  I  shall  read  these  rules,  and  in  doing  so,  will  state  where 
they  are  changed  from  prior  years.  You  will  notice  that  the  changes 
are  extremely  slight. 

These  rules  are  called  Rules  of  Procedure,  and  the  first  heading 
is  "  Constitution  of  the  National  Tax  Association."  Under  that 
the  following  is  found:  "The  provisions  of  the  Constitution  of  the 
National  Tax  Association  shall  govern  the  conduct  of  this  confer- 
ence generally  and  these  rules  of  procedure  shall  be  considered 
supplemental  to  and  subject  to  interpretation  by  such  provisions." 
Shall  we  proceed  to  read  the  complete  rules? 

Chairman  Vaughan  :  Read  the  complete  rules. 

Secretary  Holcomb  :  "  Program  and  Discussion :  The  program 
as  printed  and  distributed  is  adopted  and  shall  be  followed,  with 
such  modifications  as  may  be  required,  by  reason  of  absence,  vacan- 
cies, or  other  causes."     That  is  as  we  have  had  it  in  the  past. 

"The  usual  rules  of  parliamentary  procedure  shall  control."  That 
is  as  in  the  past. 

"  Each  speaker  shall  be  limited  to  twenty  minutes  for  the  presen- 
tation of  a  formal  paper.  He  shall  be  warned  two  minutes  before 
the  expiration  of  such  period.  The  time  of  such  speaker  may  be 
extended  by  unanimous  consent  of  those  present."  That  is  as  in 
the  past. 

"  In  general  discussion  each  speaker  shall  be  limited  to  seven 
minutes  and  such  time  shall  not  be  extended."  That  is  as  in  the 
past,  and  you  know  with  what  success;  but  it  is  desirable  that 
people  will  kindly  recall  that  particular  rule  and  observe  that  it  is 
necessary  to  be  strict,  if  we  are  going  to  let  everyone  have  a  part 
in  this  conference  who  desires  to  speak. 

"  No  person  shall  speak  more  than  once  during  the  same  period 
of  discussion  until  others  desiring  to  speak  have  been  given  oppor- 
tunity to  do  so."  That  is  as  in  the  past.  It  is  quite  desirable  and 
quite  necessary  that  that  rule  shall  be  borne  in  mind. 

We  now  come  to  the  voting  power,  and  here  it  is  provided: 
"■  The  voting  power  in  this  conference,  upon  any  question  involving 
an  official  expression  of  the  opinion  of  the  conference  shall  be 
vested  in  delegates  in  attendance  at  the  time  the  ballot  is  taken, 
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appointed  by  governors  of  states,  not  exceeding  three  votes  for  any 
one  state."  The  only  change  there  is  a  change  required  by  the 
Constitution  of  the  National  Tax  Association,  which  limits  the 
delegate  voting  power  to  three  votes.  Whereas  the  appointment  of 
delegates  is  unlimited,  the  constitution  limits  the  voting  power  to 
three  votes  from  each  state. 

The  voting  power  is  vested,  as  I  said,  first,  in  the  governor's 
delegates ;  next :  "  persons  actively  identified  with  and  duly  ap- 
pointed delegates  by  universities,  and  colleges  or  institutions  for 
higher  education,  not  exceeding  one  vote  for  each  such  institution." 
The  change  there  is  rather  novel.  Strangely  enough,  the  constitu- 
tion is  perfectly  open  as  to  the  number  of  delegates  that  may  be 
appointed  by  colleges,  and  yet  it  limits  the  delegates  by  states  to 
three.  Of  course  the  rules  must  take  up  the  slack,  and  in  the  spirit 
that  we  understand  the  constitution  to  have  been  drawn,  we  have 
thought  it  proper  to  limit  the  vote  to  one  vote  from  each  institu- 
tion. That  is  the  purely  scientific  expression  of  the  conference, 
wholly  aside  from  the  governors'  delegates.  This  scientific  educa- 
cational  branch,  from  whom  we  have  drawn  great  aid  in  the  past, 
has  a  right  to  vote  as  a  separate  proposition,  entirely  distinct  from 
the  states — one  vote  for  each  college.  You  will  also  observe  that 
we  have  inserted  there,  "  persons  actively  identified  with  and  duly 
appointed."  That  is  designed  to  carry  out  the  spirit  of  the  consti- 
tution, which  evidently  contemplated  that  that  branch  of  the  vote, 
or  that  branch  of  the  expression  of  opinion,  should  be  by  people 
who  are  actively  engaged  in  the  teaching  of  these  subjects;  and, 
therefore,  the  executive  committee  were  unanimous  in  the  opinion 
that  it  should  not  be  possible  for  a  college,  say  in  the  State  of 
Washington  to  appoint  somebody  who  is  a  business  man  in  Phila- 
delphia, to  come  here  and  represent  that  college,  in  expressing  an 
opinion  of  this  sort.     That  is  the  new  part  of  that  clause. 

It  goes  on :  "  and  members  of  state  associations  of  certified 
public  accountants,  duly  appointed  delegates  by  such  associations, 
not  exceeding  one  vote  for  each  such  association."  The  only 
change  there  is  the  expression  of  one  vote  from  each  state  associa- 
tion. We  thought  that  was  sufficient  representation  from  that 
branch.  Thus  you  have  the  three  votes  for  each  state,  and  the 
separate  vote  by  colleges — one  vote  for  each  college — regardless  of 
what  state  they  are  from;  and  then  you  have  a  separate  vote  by 
state  associations  of  certified  public  accountants — one  vote  from 
each  state  association. 

Now,  that  sounds  awfully  cumbersome,  but  it  probably  won't 
amount  to  much  in  practice,  because  we  do  not  adopt  any  resolu- 
tions unless  they  are  substantially  unanimous — that  is,  resolutions 
that  express  the  consensus  of  opinion,  the  thought  of  the  confer- 
ence— we  would  not  think  of  announcing  a  result  that  did  not  have 
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substantial  unanimity.  While  it  sounds  complicated  it  seems  to  be 
required  by  the  constitution,  and  we  thought  it  best  to  follow  the 
constitution  in  detail.     The  rules  continue : 

"  Each  of  such  delegates  shall  have  one  vote,  but  no  person  shall 
have  more  than  one  vote,  by  reason  of  appointment  from  more  than 
one  source.  Voting  by  proxy  shall  not  be  allowed.  The  voting 
shall  be  by  ayes  and  nays,  unless  a  roll-call  be  demanded  by  at 
least  three  delegates  from  three  different  states."  That  is  all  as  in 
the  past.  "  On  all  questions  other  than  those  involving  an  official 
expression  of  the  opinion  of  the  conference,  the  voting  shall  be  by 
vote  of  all  in  attendance.  The  receipt  of  reports  made  to  this  con- 
ference by  committees  of  the  National  Tax  Association  shall  not 
be  considered  as  expressing  the  opinion  of  the  conference  on  the 
subjects  treated."     That  is  similar  to  the  past. 

"  Committees.    The  following  committees  shall  be  appointed : 

(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the 
chairman,  who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions,  composed  of  one  person  from 
each  state,  province  and  possession,  selected  from  among  the  dele- 
gates; but  in  case  of  the  non-attendance  of  any  such,  any  person 
from  such  state  may  be  appointed.  The  chairman  shall  designate 
the  chairman  of  this  committee,  such  person  to  appoint  its  secre- 
tary and  arrange  for  its  organization."  That  is  as  we  have  had  it 
in  the  past. 

"  Resolutions.  All  resolutions  involving  an  expression  of  the 
opinion  of  the  conference  shall  be  read  to  the  conference  before 
submission  to  the  committee,  and  shall  be  immediately  referred, 
without  debate."    That  is  as  we  have  had  it  in  the  past. 

Those  are  the  resolutions,  Mr.  Chairman;  are  there  any  ques- 
tions. 

Mr.  George  Lord  (Michigan)  :  I  move  at  this  time  that  the  rules 
as  read  by  the  Secretary,  Mr.  Holcomb,  be  adopted  as  the  rules 
governing  this  conference. 

Mr.  E.  F.  Colladay  (District  of  Columbia)  :  Before  that  motion 
is  made,  I  should  like  to  have  the  District  of  Columbia  included. 
Only  states  are  mentioned. 

Secretary  Holcomb  :  That  is  correct.  That  has  come  up  in  the 
past,  and  we  have  interpreted  that  as  a  state. 

Mr.  Colladay:  I  know,  but  the  Supreme  Court  of  the  United 
States  has  decided  that  the  District  of  Columbia  is  not  a  state.  I 
would  like  to  have  that  cleared  up  at  this  time. 

President  Vaughan  :  That  has  been  the  practice. 

Secretary  Holcomb  :  If  you  do  that,  you  will  have  to  write  in  a 
lot  of  words,  and  we  understand  that  to  be  the  case. 
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Mr.  Colladay:  If  it  is  construed  that  way,  it  is  satisfactory 
to  me. 

Mr.  C.  J.  ToBiN  (New  York)  :  I  should  like  to  ask  the  secretary 
if  he  knows  whether  the  conclusion  of  the  committee  that  was  ap- 
pointed to  take  up  the  matter  of  representation  on  the  part  of  state 
tax  associations  would  come  in  at  such  time  so  that  it  might  be 
made  a  part  of  these  particular  rules.  In  other  words,  there  was 
some  question  at  the  last  conference  as  to  whether  state  tax  asso- 
ciations should  have  a  vote  in  the  conference. 

President  Vaughan  :  I  should  think  that  would  come  up  prop- 
erly in  the  meeting  of  the  National  Tax  Association  on  Thursday, 
and  that  we  need  these  rules  for  the  control  and  regulation  of  our 
conference  prior  to  that  time. 

Mr.  Tobin  :  If  it  was  the  opinion  of  the  committee  that  the  re- 
port of  the  committee  will  be  such  as  to  give  representation  to  those 
state  tax  associations,  I  cannot  see  why  it  cannot  at  this  time  be 
read  into  these  particular  rules.  I  just  made  the  query  if  the  secre- 
tary knew  what  the  conclusion  of  the  committee  was,  so  we  might 
have  the  benefit  of  it  at  this  time,  and  if  necessary  just  change  the 
rules  so  as  to  conform. 

Secretary  Holcomb  :  The  secretary  has  no  opinion  of  what  any- 
body is  going  to  do  in  this  association,  and  as  far  as  that  is  con- 
cerned, it  probably  would  not  take  efifect  until  next  year,  anyway. 
The  constitution  of  the  National  Tax  Association  must  be  amended 
first,  and  that  requires  thirty  days'  notice,  with  a  definite  statement 
of  what  is  to  take  place  at  the  meeting. 

President  Vaughan:  I  think  we  can  dispose  of  that  by  saying 
that  we  have  no  control  over  that  committee,  until  Thursday.  If 
they  want  to  report  earlier,  we  may  take  it  up  by  common  consent, 
but  I  thought  it  would  be  out  of  order  to  inject  anything  the  com- 
mittee might  determine  because  we  have  had  no  report. 

Mr.  Tobin  :  Are  these  rules  tied  up  to  the  constitution  of  the 
National  Tax  Association  ? 

Secretary  Holcomb:  Absolutely. 

Mr.  Tobin  :  In  other  words,  we  must  amend  the  constitution  of 
the  National  Tax  Association  before  we  can  change  the  matter  of 
representation,  of  voting  in  this  particular  conference? 

Secretary  Holcomb:  Everybody  has  understood  that.  It  is  a 
committee  of  the  National  Tax  Association  that  is  considering  a 
change  of  the  phraseology,  as  I  remember  it.  I  do  not  happen  to 
have  the  resolution  before  me. 
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Mr.  Tobin:  Speaking  for  myself,  if  that  is  a  correct  expression 
of  the  representation  as  concerns  states,  as  against  accountancy 
organizations  and  colleges,  they  could  very  easily  out-vote  you, 
three  votes  on  a  state  representation. 

Mr.  C.  a.  Dyer  (Ohio)  :  In  providing  for  the  three  votes  of  a 
state,  if  there  is  only  one  delegate  from  a  state  there  is  only  one 
V  ote  ? 

Secretary  Holcomb  :  If  there  is  only  one  delegate  from  a  state, 
he  has  but  one  vote.  If  there  are  six  delegates,  I  take  it  there 
would  be  three  votes. 

Mr.  Dyer  :  I  did  not  understand  whether  one  delegate  would 
cast  three  votes  for  the  state. 

Secretary  Holcomb  :  No. 

President  Vaughan:  Any  other  discussion  or  remarks? 

Mr.  Martin  Saxe  (New  York) :  It  occurs  to  me  that  it  would 
be  advisable  for  the  state  delegations  to  caucus  at  least  one  day 
prior  to  the  last  day  so  that  the  secretary  is  advised  on  Thursday 
of  those  who  have  a  right  to  exercise  the  voting  power,  so  that 
there  will  be  no  confusion.  Usually  your  last  day  is  hurried.  It 
seems  to  me  that  the  roster  of  voters  ought  to  be  made  up  before- 
hand. 

President  Vaughan  :  The  roster  will  be  posted  as  rapidly  as 
possible.  Before  Thursday  we  will  certainly  have  a  full  represen- 
tation known. 

Mr.  Ashley  T.  Cole  (New  York)  :  A  state  that  has  nine  dele- 
gates, under  these  rules  will  each  delegate  cast  one-third  of  a  vote, 
or  if  the  delegation  should  divide  five  to  four,  would  the  entire 
three  votes  be  cast  by  the  majority? 

Secretary  Holcomb  :  My  understanding  of  that  was  that  the 
state  should  exercise  its  own  desire  as  to  how  that  should  be  split. 
There  are  various  ways  of  doing  it,  but  it  would  be  a  split  vote. 
Governor  Bliss,  we  were  talking  about  that  particular  contingency, 
and  you  remember  you  made  some  observations. 

Zenas  W.  Bliss  (Rhode  Island)  :  I  think  in  case  of  a  split  in 
the  state  delegation,  that  the  state  delegation  should  decide  for 
itself  in  what  manner  the  votes  will  be  cast.  You  will  note  from 
a  reading  of  the  rules  that  it  is  necessary  for  three  delegates  to  be 
present  and  voting  in  order  for  the  state  to  get  its  three  votes.  If 
you  have  nine,  as  the  gentleman  suggested,  why,  each  one  of  them 
would  have  one-ninth  of  three  votes,  and  they  could  decide  that  in 
their  own  conference. 
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It  was  also  suggested  that  any  number  of  delegates  that  hap- 
pened to  be  present  could  vote  and  leave  it  to  the  state  to  determine 
what  proportion  of  the  vote  each  one  should  cast;  but  we  thought 
that  would  cause  too  much  confusion  in  accounting,  so  it  seemed 
that  if  we  left  the  rules  as  read  and  left  it  to  the  delegation  to 
decide  how  the  votes  should  be  cast,  we  could  then  count  the  votes 
and  get  through  some  time  Thursday  night.  It  is  a  serious  ques- 
tion, of  course,  and  we  were  trying  to  find  out  the  easiest  solution 
for  the  difficulty,  and  that  seems  to  be  the  view  of  the  executive 
committee  of  the  best  way  to  do  it.  It  should  be  understood  by  any 
one  that  if  the  state  cares  to  vote  as  a  unit,  it  must  have  three  dele- 
gates present  to  cast  that  vote,  otherwise  it  will  have  only  one 
vote.  If  they  wish  to  cast  a  fraction  of  a  vote  for  each  delegate, 
that  will  have  to  be  arranged  by  the  delegates  themselves  in  a  sep- 
arate meeting. 

Chairman  Vaughan  :  Any  other  questions  or  remarks  on  the 
question  ? 

Mr.  R.  L.  Nye  (New  York)  :  The  three  delegates  or  the  three 
votes  that  I  believe  you  have  referred  to,  have  to  do  with  those 
appointed  by  the  governor.  Suppose  the  governor  had  appointed  a 
delegate  who  is  the  only  representative  from  an  educational  insti- 
tution. Could  that  delegate  represent  the  institution,  or  must  he 
count  his  vote  with  the  three  ? 

Chairman  Vaughan:  Do  you  want  me  to  rule  on  that? 

Secretary  Holcomb  :  I  was  going  to  read  what  we  have  on  that. 
Each  of  such  delegates  has  one  vote,  but  no  person  shall  have 
more  than  one  vote  by  reason  of  appointment  from  more  than  one 
source. 

Chairman  Vaughan  :  I\Iy  construction  of  that  would  be  that  he 
would  have  the  largest  power  by  voting  for  the  university.  He 
might  use  his  own  discretion.     He  has  the  choice. 

Secretary  Holcomb  :  It  is  not  quite  fair  to  give  a  person  two 
votes. 

Professor  Charles  W.  Gerstenberg  (New  York)  :  I  don't  think 
you  understood  his  question.  The  question  was,  if  he  has  no  ap- 
pointment from  the  college  but  has  an  appointment  from  the  gov- 
ernor, may  he  elect  to  represent  the  college  ? 

Secretary  Holcomb:  No,  no;  he  cannot  vote  unless  he  is  ap- 
pointed by  the  college.     He  has  to  be  appointed  by  the  college. 

Mr.  Nye:  I  think  your  statement  is  correct. 

Mr.  Gerstenberg:  The  onlv  delegate  from  that  college,  but  the 
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appointment  came  from  the  governor.    In  that  event  he  would  not 
represent  the  college  ? 

Secretary  Holcomb  :  No.  As  I  take  it,  he  must  be  in  some  way 
appointed  by  the  college. 

Mr.  Belknap:  May  I  make  a  suggestion  on  that?  If  there  is 
anybody  here  from  a  college  who  has  not  got  an  appoinment,  it  is 
easy  to  use  the  wire  and  get  one. 

Mr.  John  A.  Zangerle  (Ohio)  :  I  am  wondering  whether  this 
is  going  to  create  more  or  less  confusion,  in  view  of  the  fact  that 
the  number  of  votes  from  each  state  is  limited  to  three,  and  limited, 
at  all  events,  to  the  number  present.  Would  it  involve  every  time 
the  roll  is  called,  a  roll  call  of  the  various  states  to  find  out  how 
many  are  present,  so  that  two  or  one  might  not  cast  three  votes  ? 

Secretary  Holcomb  :  Absolutely  necessary,  if  we  are  going  to 
have  a  roll  call,  to  call  it. 

Mr.  Zangerle:  A  roll  call  of  each  state? 

Secretary  Holcomb  :  Not  of  individuals. 

Mr.  Zangerle  :  How  will  you  know  then  that  one  or  two  or  nine 
delegates  are  casting  three  votes  ? 

Secretary  Holcomb  :  We  assume  each  state  will  provide  that 
arrangement. 

Mr.  Zangerle  :  Well,  it  is  changing  all  the  time. 

Secretary  Holcomb  :  They  will  have  to  look  out  for  them- 
selves on  that. 

Mr.  Zangerle  :  Suppose  I  walk  out  the  door,  and  the  next  dele- 
gate walks  out,  and  the  third  delegate  is  in  here  casting  the  three 
votes. 

Secretary  Holcomb  :  That  is  your  misfortune  if  you  walk  out 
the  door. 

Chairman  Vaughan  :  Gentlemen,  do  you  want  further  discus- 
sion, or  are  you  ready  to  vote  ? 

(Call  for  "Question") 

(Ayes  and  noes) 

Chairman  Vaughan  :  The  ayes  have  it.  The  rules  will  govern 
the  proceedings  of  this  conference. 

(The  complete  rules  as  thus  adopted  are  as  follows) 
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RULES  OF  PROCEDURE 

Constitution  of  the  National  Tax  Association 

The  provisions  of  the  Constitution  of  the  National  Tax  Association  shall 
govern  the  conduct  of  this  conference  generally  and  these  rules  of  procedure 
shall  be  considered  supplemental  to  and  subject  to  interpretation  by  such 
provisions. 

Program  and  Discussion 

The  program  as  printed  and  distributed  is  adopted  and  shall  be  followed, 
with  such  modifications  as  may  be  required,  by  reason  of  absence,  vacancies, 
or  other  causes. 

The  usual  rules  of  parliamentary  procedure  shall  control. 

Each  speaker  shall  be  limited  to  twenty  minutes  for  the  presentation  of  a 
formal  paper.  He  shall  be  warned  two  minutes  before  the  expiration  of 
such  period.  The  time  of  such  speaker  may  be  extended  by  unanimous  con- 
sent of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  seven  minutes,  and 
such  time  shall  not  be  extended. 

No  person  shall  speak  more  than  once  during  the  same  period  of  discus- 
sion until  others  desiring  to  speak  have  been  given  opportunity  to  do  so. 

Voting  Power 

The  voting  power  in  this  conference,  upon  any  question  involving  an 
official  expression  of  the  opinion  of  the  conference  shall  be  vested  in  dele- 
gates in  attendance  at  the  time  the  ballot  is  taken  appointed  by  governors 
of  states,  not  exceeding  three  votes  for  any  one  state ;  persons  actively  iden- 
tified with  and  duly  appointed  delegates  by  universities,  and  colleges  or  in- 
stitutions for  higher  education  not  exceeding  one  vote  for  each  such  institu- 
tion ;  and  members  of  state  associations  of  certified  public  accountants,  duly 
appointed  delegates  by  such  associations,  not  e.xceeding  one  vote  for  each 
such  association. 

Each  of  such  delegates  shall  have  one  vote,  but  no  person  shall  have  more 
than  one  vote,  by  reason  of  appointment  from  more  than  one  source. 

Voting  by  proxy  shall  not  be  allowed. 

The  voting  shall  be  by  ayes  and  nays,  unless  a  roll-call  be  demanded  by  at 
least  three  delegates  from  three  different  states. 

On  all  questions  other  than  those  involving  an  official  expression  of  the 
opinion  of  the  conference,  the  voting  shall  be  by  vote  of  all  in  attendance. 

The  receipt  of  reports  made  to  this  conference  by  committees  of  the 
National  Tax  Association  shall  not  be  considered  as  expressing  the  opinion 
of  the  conference  on  the  subjects  treated. 

Committees 
The  following  committees  shall  be  appointed : 

(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the  chairman, 
who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions,  composed  of  one  person  from  each  state, 
province  and  possession,  selected  from  among  the  delegates ;  but  in  case  of 
the  non-attendance  of  any  such,  any  person  from  such  state  may  be  ap- 
pointed. The  chairman  shall  designate  the  chairman  of  this  committee,  such 
person  to  appoint  its  secretary  and  arrange  for  its  organization. 
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Resolutions 

All  resolutions  involving  an  expression  of  the  opinion  of  the  conference 
shall  be  read  to  the  conference  before  submission  to  the  committee,  and  shall 
be  immediately  referred,  without  debate. 

Now,  I  invite  your  attention  to  a  few  announcements.  I  am 
going  to  make  several  myself,  and  then  I  am  going  to  ask  Senator 
Edmonds,  chairman  of  the  local  committee  on  hospitality,  to  make 
an  announcement. 

The  special  committee  on  uniformity  in  state  taxation  of  business 
organizations  will  meet  in  Dr.  Gerstenberg's  room, — Dr.  Gersten- 
berg  is  chairman  of  that  committee — immediately  after  this  session. 
The  other  names  are  Cassidy,  Edmonds,  Gottlieb,  Hagee,  Lewis 
and  Sneed. 

You  are  requested  to  bear  in  mind  that  the  photograph  of  the 
convention  will  be  taken  tomorrow  at  noon,  in  front  of  the  Penn- 
sylvania Building,  Sesqui-Centennial  grounds.  Everybody  closely 
read  your  program  to  keep  in  touch  with  where  the  meetings  are 
to  be  held. 

There  is  to  be  a  meeting  of  the  executive  committee  at  the  close 
of  this  session  here,  a  continuation  of  the  meeting,  and  I  want  to 
urge  again  the  importance  of  all  registering,  if  you  have  not  regis- 
tered. Immediately  after  you  leave  this  room  register  at  the  desk; 
it  is  quite  important  not  only  for  the  mutual  benefit  of  all  of  us, 
but  in  order  that  we  may  intelligently  select  a  committee  on  resolu- 
tions, and  other  necessary  proceedings  in  our  session,  so  we  want 
everybody  to  register.  I  believe  we  are  going  to  have  the  largest 
attended  conference  we  have  ever  had. 

Are  there  any  other  matters  to  come  up  ? 

Mr.  Rupert  Asplund  (New  Mexico)  :  There  are  some  com- 
mittees to  be  appointed,  are  there  not? 

Chairman  Vaughan  :  Yes ;  there  is  to  be  authority  for  appoint- 
ing two  committees. 

Mr.  Joseph  S.  Matthews  (New  Hampshire)  :  I  move  the  chair- 
man be  authorized  to  appoint  a  committee  of  three  on  credentials. 

Chairman  Vaughan  :  Judge  Matthews  moves  that  the  chair  be 
authorized  to  appoint  a  committee  of  three  members  on  credentials. 

(Motion  duly  seconded) 

Mr.  George  Lord  (Michigan)  :  As  I  understand  it,  that  is  part 
of  the  rules  we  just  adopted,  that  the  chairman  should  appoint  a 
committee  on  credentials. 

Chairman  Vaughan:  Is  that  in  the  rules? 
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Secretary  Holcomb  :  It  provides  that  there  shall  be,  but  yet  we 
have  always  been  in  the  habit  of  making  an  independent  vote  on  it. 

Chairman  Vaughan  :  There  is  no  harm  in  voting  on  this  to 
give  ample  authority. 

(Ayes  and  noes.     Motion  duly  carried.) 

Mr.  Rupert  Asplund:  I  move  the  appointment  of  the  committee 
on  resolutions  by  the  chairman. 

Chairman  Vaughan  :  Moved  that  the  chair  be  authorized  to 
appoint  the  committee  on  resolutions,  under  the  resolution  adopted 
here. 

(Motion  duly  seconded) 

Mr.  George  Lord  (Michigan)  :  My  understanding  is  that  the 
delegates  from  each  state  select  the  member  that  serves  on  the 
committee  on  resolutions.     Is  that  not  embodied  in  the  rules? 

Secretary  Holcomb:  The  only  thing  in  the  rules  is  for  the  ap- 
pointment of  the  chairman  and  a  committee  of  one  from  each  state. 
The  only  function  of  this  meeting  is  to  provide  for  the  appointment 
of  the  chairman. 

Mr.  Lord  :  My  understanding  of  the  motion  was  that  the  chair- 
man was    to  appoint  a  committee  on  resolutions. 

Secretary  Holcomb:  Under  the  rules. 

Mr.  George  Lord:  That  is  simply  the  appointment  of  the  chair- 
man, and  not  a  committee,  and  the  delegates  of  the  several  states 
select  the  members. 

Chairman  Vaughan:  You  are  perhaps  correct  in  that.  The 
chairman  of  this  conference  is  to  designate  the  chairman  of  each 
of  those  committees.  It  will  take  plenty  of  time  to  appoint  the 
resolutions  committee. 

Secretary  Holcomb:  The  committee  on  resolutions  is  composed 
of  one  member  from  each  state.  He  makes  a  motion  that  a  com- 
mittee be  appointed  following  the  directions  of  the  rules,  as  I  under- 
stand it.     Isn't  that  correct,  Mr.  Lord  ? 

Mr.  George  Lord:  My  understanding  is  that  the  delegates  from 
each  state  select  the  member  who  will  serve  on  the  committee  on 
resolutions. 

Secretary  Holcomb:  Yes. 

Mr.  George  Lord:  And  that  therefore  appointment  of  that  par- 
ticular member  by  the  chairman  would  not  be  necessary;  that  the 
chairman  of  the  conference  appoint  the  chairman  of  the  committee 
on  resolutions.    That  I  think  has  been  the  procedure  in  the  past. 
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Secretary  Holcomb:  I  don't  know  that  I  differ  from  you  en- 
tirely. The  provision  here  is  that  a  committee  on  resolutions  shall 
be  appointed. 

Mr.  George  Lord  :  I  don't  see  the  sense,  Mr.  Secretary,  of  the 
delegations  selecting  a  member  of  the  committee  if  the  chairman 
shall  appoint  the  committee. 

Secretary  Holcomb  :  The  committee  on  resolutions  shall  be  ap- 
pointed, it  does  not  say  by  whom,  but  there  shall  be  a  committee 
on  resolutions,  consisting  of  one  member  from  each  state.  Then  it 
goes  on  and  provides  that  the  chairman  of  this  meeting  shall  ap- 
point the  chairman  of  that  committee. 

Mr.  George  Lord  :  That  is  the  very  thing  I  want  to  get  at.  He 
does  not  appoint  the  committee ;  simply  the  chairman. 

Secretary  Holcomb:  No,  no,  the  chairman. 

Chairman  Vaughan  :  If  you  understand  that  is  the  motion, 
then,  simply  to  appoint  the  chairman,  after  the  committee  has  been 
named  by  the  respective  delegations,  are  you  ready  for  the  question  ? 

(Call  for  question) 

(Ayes  and  noes) 

Chairman  Vaughan  :  The  ayes  have  it.    The  motion  is  carried. 

Secretary  Holcomb:  It  is  quite  important  that  you  register,  in 
order  to  manage  this  association,  and  it  is  so  easy  to  forget  that, 
particularly  if  there  are  two  or  three  occupying  the  table.  If  they 
are  busy,  take  a  pencil,  or  take  one  of  these  cards  vdth  you;  any- 
way, get  the  registration  card  back  down  here  some  way  or  other, 
so  that  we  shall  have  a  complete  record  of  members  entitled  to  vote, 
and  entitled  to  participate  and  to  receive  the  proceedings  and  to 
receive  the  notices. 

Chairman  Vaughan  :  In  concluding  this  afternoon's  session, 
which  has  been  very  satisfactory,  I  want  to  say  that  we  are  ex- 
ceedingly fortunate  in  the  character  of  and  the  attention  that  has 
been  given  to  us  by  the  committee  on  hospitality,  and  I  am  going 
to  ask  the  chairman  to  make  such  announcements  as  he  may  wish — 
Senator  Edmonds. 

Mr.  Franklin  S.  Edmonds  (Pennsylvania)  :  Like  the  Governor 
of  Pennsylvania  and  the  Mayor  of  Philadelphia,  our  local  com- 
mittee is  very  proud  that  the  National  Tax  Association  is  holding 
its  conference  here.  We  hope  sincerely  that  every  one  will  have  a 
good  time.  The  members  of  our  local  committee  are  here  at  the 
registration  desk,  and  are  only  too  glad  to  offer  their  services  in 
any  way  you  may  need. 
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Now,  there  are  three  items  on  the  program  that  relate  to  local 
hospitalit}'.  The  first  is  tomorrow  morning,  starting  at  9 :  30,  a 
motor  bus  pilgrimage  for  the  entire  convention,  including  not  only 
the  delegates  to  the  convention  but  the  ladies  who  have  accom- 
panied them.  That  motor  bus  pilgrimage  will  start  at  9 :  30  A.  M. 
from  the  Betsy  Ross  room  of  this  hotel,  on  the  northwest  corner. 
From  there  we  will  go  to  Independence  Hall,  where  President 
\^aughan  will  place  on  the  Liberty  Bell  the  wreath  of  the  National 
Tax  Association ;  we  shall  then  go  in  motor  bus  to  the  new  Dela- 
ware River  Bridge,  which  has  just  been  completed,  between  the 
City  of  Philadelphia  and  the  City  of  Camden.  After  crossing  that 
bridge  we  shall  go  down  the  Delaware  River,  around  to  League 
Island  Navy  Yard,  and  there  we  will  meet  with  guides  from  the 
Sesqui-Centennial,  to  take  a  rapid  motor  ride  through  the  Sesqui- 
Centennial  grounds.  Then  the  motor  buses  will  unload  in  front  of 
the  Pennsylvania  Building,  and  the  photograph  of  the  convention 
will  be  taken,  and  you  are  then  asked  to  stay  for  luncheon  in  the 
Pennsylvania  Building  as  guests  of  the  local  committee,  and  the 
motor  buses  will  again  bring  back  the  delegates  to  the  convention  at 
1  o'clock,  so  you  will  be  back  in  time  for  the  afternoon  session  of 
the  convention. 

Wednesday  is  the  entertainment  provided  by  the  ladies'  com- 
mittee for  those  who  are  delegates  to  this  convention  or  who  have 
accompanied  delegates.  They  are  asked  to  register  at  the  ladies' 
table  in  the  registration  room.  It  involves  a  morning  inspection  of 
Wanamaker's  Store,  a  luncheon  in  the  French  room  of  Wana- 
maker's  Store  at  12: 15,  a  theater  part>-  at  the  Broad  Street  Theater 
on  Wednesday  afternoon  at  2  o'clock.  That  is  reserved  for  the 
ladies,  and  the  hospitality  committee  has  a  very  efficient  ladies' 
committee  that  has  cooperated  with  us. 

Thursday  afternoon  is  another  motor  bus  pilgrimage  to  the  sub- 
urbs of  Philadelphia,  starting  from  this  hotel  at  12:  30  P.  M.,  there 
being  a  box  luncheon  provided  by  the  local  committee,  and  those 
who  can  attend  the  pilgrimage  are  requested  to  indicate  their  desire 
to  go  at  the  desk,  and  then  starting  out  the  drive  will  take  us 
through  the  grounds  of  Haverford  College  and  Bryn  Mawr  Col- 
lege, arriving  at  V^alley  Forge  at  2  P.  M.,  where  there  will  be  a 
number  of  solos  and  an  address  by  Chaplain  Burke. 

After  driving  around  \^alley  Forge,  the  motor  buses  will  return 
to  the  suburbs  of  North  Philadelphia,  stopping  at  the  home  of  Sen- 
ator Woodward,  who  has  been  a  member  of  this  association  for 
many  years.  After  hospitality  by  the  Senator  and  Mrs.  Woodward 
we  shall  return  to  this  hotel  again. 

Now,  it  is  necessary  to  know  how  many  are  going  on  those  pil- 
grimages so  that  satisfactory  provision  may  be  made.  Therefore, 
if  you  have  registered  already,  you  are  asked  to  stop  at  the  local 
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committee  table  at  this  time,  where  Mr.  Turner  is  in  charge,  and 
simply  indicate  whether  you  can  go  on  the  motor  bus  pilgrimage 
No.  1,  tomorrow  morning,  or  motor  bus  pilgrimage  No.  2  on  Thurs- 
day, or  both.  At  the  same  time,  the  ladies  at  the  registration  table 
will  be  glad  to  know  by  tonight  how  many  ladies  will  attend  the 
luncheon  and  theater  party  Wednesday  afternoon. 

Chairman  Vaughan:  I  want  to  introduce  Mark  Graves  of 
New  York,  who  wishes  to  get  the  New  York  delegation  together 
and  make  an  announcement. 

Mr.  Mark  Graves  (New  York)  :  New  York  has  rather  a  large 
delegation.  I  am  not  sure  that  I  know  all  of  the  delegates.  It  is 
necessary  for  the  delegation  to  caucus  for  the  purpose  of  selecting 
a  member  of  the  resolutions  committee,  so  if  all  New  York  dele- 
gates will  assemble  over  in  this  right-hand  corner  of  the  room 
immediately  after  this  session,  we  shall  proceed  to  select  some  one 
to  represent  us  on  that  committee. 

Celsus  p.  Link  (Colorado)  :  Might  it  not  be  well  for  you  to 
urge  the  delegations  from  all  states  to  caucus  immediately  and 
select  their  members  ? 

Chairman  Vaughan  :  Mr.  Link  of  Colorado  makes  a  good  sug- 
gestion. It  is  up  to  you,  of  course.  It  would  be  a  good  idea  for 
the  delegates  of  the  various  states  to  assemble  and  make  your  selec- 
tion of  the  member  of  the  resolutions  committee.  I  make  that  an- 
nouncement so  you  can  do  it  if  you  wish,  but  if  there  is  nothing 
further  to  be  said,  we  will  stand  adjourned  until  8  o'clock  tonight 
in  this  hall. 

(Adjournment) 


SECOND  SESSION 
Monday  Evening,  November  15,  1926 

President  George  Vaughan,  Presiding. 

Chairman  Vaughan  :  Gentlemen ;  please  be  seated.  Let  the 
conference  come  to  order. 

It  has  been  customary  in  arranging  the  program  for  these  con- 
ferences that  at  least  one  session  be  devoted  to  the  problems  of  the 
local  jurisdiction  where  we  meet,  and  the  program  committee,  which 
is  none  other  than  our  efficient  secretary,  Mr.  Holcomb,  has  arranged 
for  this  evening's  session  to  be  devoted  to  Pennsylvania  problems. 
There  will  be  three  prepared  papers,  and  discussion  after  each,  if 
you  see  fit. 

Before  the  program  is  completed  there  will  probably  be  some 
announcements  made  or  repeated  as  to  future  activities  of  the 
conference.  We  shall  begin  this  evening's  session,  however,  with 
the  first  paper,  which  will  be  "  A  Survey  of  the  Tax  Situation," 
by  Professor  Marion  M.  McKay  of  the  University  of  Pittsburgh, 
who  is  a  member  of  the  Pennsylvania  Tax  Commission  recently 
appointed  to  make  a  survey  of  the  Pennsylvania  tax  problems — 
Professor  McKay. 

Marion  M.  McKay  (Pennsylvania)  : 

A  SURVEY  OF  THE  TAX  SITUATION  IN 
PENNSYLVANIA 

MARION    K.    M«=KAY 

Professor  of  Economics,  University  of  Pittsburg,  and 

Member  of  the  Pennsylvania  Tax  Commission 

This  historic  city  of  Philadelphia  and  the  Commonwealth  of 
Pennsylvania  as  well,  so  rich  in  the  traditions  of  the  stirring  events 
of  one  hundred  and  fifty  years  ago  centermg  around  questions  vital 
to  the  establishment  and  the  subsequent  development  of  this  great 
Nation,  among  which  taxation  was  so  prominent,  are  in  my  belief 
honored  by  the  nineteenth  annual  meeting  of  the  National  Tax 
Association,  chiefly  for  two  reasons.  First,  and  in  very  large 
measure  we  are  thus  honored  because  of  the  feeling  of  those 
charged  with  the  responsibility  of  choosing  the  place  of  meeting 
and  arranging  the  program  that  the  deliberations  of  the  several 
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sessions  may  in  some  degree  aid  Pennsylvania  not  only  to  correct 
evils  that  may  exist  in  her  tax  system  but  also  to  anchor  more 
securely  that  which  the  onward  sweep  of  time  has  proved  to  be 
just  and  equitable.  Indeed  such  from  its  very  beginning  has  been 
the  chief  aim  of  this  famous  association  of  earnest  and  thoughtful 
men  who  have  left  their  indelible  stamp  of  influence  in  every  state 
of  our  Union  in  which  serious  and  conscientious  efforts  have  been 
directed  towards  true  progress  in  matters  of  taxation.  Herein  w'c 
find  the  association's  valid  claim  for  existence  and  abundant  evi- 
dence of  success  in  its  efforts.  Second,  T  am  led  to  believe  that 
this  association  has  come  to  this  center,  partly  because  of  a  real 
desire  to  become  more  familiar  with  the  tax  situation  in  this  great 
commonwealth. 

The  former  of  the  above  reasons  furnishes  me  with  a  sufficiently 
weighty  excuse  to  leave  my  regular  work  at  the  University  to 
spend  this  week  with  those  who  have  been  schooled  in  taxation 
matters,  both  theoretical  and  practical;  while  the  latter  lends  some 
justification,  however  slight,  for  my  venturing  to  appear  upon  the 
program — an  honor  which  I  assure  you  I  highly  regard. 

On  behalf  of  my  colleagues  of  the  Pennsylvania  Tax  Commis- 
sion I  want  to  take  this  opportunity  to  add  to  that  of  the  state  and 
city  officials  our  welcome  to  the  delegates  to  this  conference,  and 
to  express  aur  appreciation  for  the  aid  that  we  have  received  in  the 
past  at  the  hands  of  this  association  and  to  solicit  from  you  sug- 
gestions and  criticisms  which  may  be  helpful  to  us  in  our  efforts  to 
improve  our  state's  tax  system. 

Some  idea  of  the  importance  of  Pennsylvania  as  a  tax-paying 
state  is  evidenced  by  the  fact  that,  according  to  a  report  of  the 
National  Industrial  Conference  Board,  her  people  in  the  year  1919 
were  called  upon  to  contribute  $464,894,000  to  the  Federal  Govern- 
ment; $46,075,000  to  the  state  government;  and  $132,825,000  to  the 
several  local  subdivisions,  making  a  total  of  $643,794,000.  Five 
years  later,  1924,  the  contributions  in  taxes  to  the  Federal  Govern- 
ment amounted  to  $313,214,000;  to  the  state  $93,165,000;  to  the 
several  subdivisions  $252,824,000;  a  total  of  $695,203,000. 

An  analysis  of  the  tax  receipts  of  the  Federal  Government  from 
the  several  states  for  the  fiscal  year  ending  June  30,  1926,  shows 
that  Pennsylvania  contributed  8.88  per  cent,  or  $251,928,000  out  of 
$2,836,112,899.  With  respect  to  the  total  amount  contributed  to  the 
Federal  Government  in  this  fiscal  year  (1925-26)  by  the  several 
states,  Pennsylvania  was  surpassed  only  by  New  York  whose  con- 
tribution was  approximately  one-fourth  of  the  total,  or  $733,072,366 
out  of  the  $2,836,112,899.  Of  the  receipts  of  the  Federal  Govern- 
ment'for  the  same  year,  on  account  of  the  income  tax,  Pennsyl- 
vania contributed  9.90  per  cent,  or  $195,395,568  out  of  a  total  of 
$1,972,798,839.    Here  again  Pennsylvania  is  surpassed  only  by  New 
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York,  whose  contribution  amounted  to  $568,114,671,  or  28.79  per 
cent  of  the  total. 

It  is  not  without  interest  to  note  that  Florida  showed  the  largest 
gain  in  income  tax  contributions  for  the  fiscal  year  1925-26,  with 
$33,998,382  as  against  $12,118,724  for  the  preceding  year.  Penn- 
sylvania paid  on  this  account  approximately  $6,000,000  more  in  the 
former  than  in  the  latter  of  these  two  fiscal  years.  If  we  look  to 
the  contributions  to  the  Federal  Government  on  account  of  miscel- 
laneous taxes  for  the  last  fiscal  year,  1925-26,  Pennsylvania  ranks 
fourth  with  $56,587,033,  or  6.55  per  cent  of  a  total  of  $863,314,060. 
In  this  respect  she  is  led  by  North  Carolina,  with  $174,536,433 ;  by 
New  York  with  $164,957,695,  and  by  Michigan,  with  $102,884,987. 

According  to  the  calculations  of  the  National  Industrial  Confer-  • 
ence  Board,  the  contributions  by  the  people  of  Pennsylvania  to  the 
Federal  Government  in  1919  claimed  7 .7Z  per  cent  of  the  estimated 
total  income,  while  those  to  the  state  and  local  subdivisions  called 
for  2.97  per  cent,  making  a  total  of  10.71  per  cent.  On  a  per-capita 
basis,  the  federal  contributions  amounted  to  $53.31 ;  the  state  $5.28; 
and  those  to  the  local  subdivisions  $15.31,  making  a  grand  total  of 
$73.82  per  capita.  For  that  year  the  per  capita  state  income  was 
estimated  at  $694.  The  true  significance  of  these  statistics  can  be 
discerned  only  when  we  place  them  over  against  those  for  the 
whole  country.  Thus  in  the  year  under  consideration  federal  taxes 
called  for  7.53  per  cent  of  the  nation's  estimated  income;  while 
state  and  local  taxes  exacted  4.40  per  cent,  making  a  total  of  11.94 
per  cent.  On  a  per-capita  basis  for  the  whole  country  the  federal 
taxes  amounted  to  $48.27,  state  taxes  $5.45,  and  local  taxes  $22.81 ; 
making  a  total  of  $76.53,  while  the  estimated  per-capita  income 
amounted  to  $640. 

Five  years  later,  in  1924,  the  federal  taxes  paid  by  the  people  of 
Pennsylvania  took  5.28  per  cent  of  the  estimated  income  as  against 
5.08  per  cent  for  the  whole  country,  while  state  and  local  taxes 
called  for  5.83  per  cent  as  against  7.57  per  cent  for  the  whole 
country.  The  total  tax  burden  in  Pennsylvania  therefore  was  11.12 
per  cent  of  estimated  income  as  against  12.66  per  cent  for  the 
whole  country.  On  a  per-capita  basis,  the  contributions  to  the  Fed- 
eral Government  by  Pennsylvania  amounted  to  $34.45  as  against 
$28.98  for  the  whole  country,  those  to  the  state  amounted  to  $10.25 
as  against  $9.59,  and  those  to  local  subdivisions  $27.81  as  against 
$33.63  for  the  whole  country.  On  this  basis  therefore  the  totals 
for  Pennsylvania  amounted  to  $72.51  as  against  $72.20  for  the 
whole  country.  These  figures,  however,  must  be  viewed  in  the 
light  of  the  estimated  per-capita  income  of  $652  for  Pennsylvania 
as  against  $570  for  the  entire  country. 

The  total  tax  burden  on  a  per-capita  basis  places  Pennsylvania 
seventeenth  among  the  states  of  the  Union  in  1919,  fourteenth  in 
1922  and  eighteenth  in  1924. 
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Basing  his  calculations  on  the  Census  data  for  1922,  Mr.  Henry 
W.  Van  Pelt,  Statistician  for  the  Pennsylvania  Tax  Commission, 
has  furnished  me  with  the  following  information  concerning  the 
burden  of  state  and  local  taxation  with  respect  both  to  wealth  and 
income.  According  to  these  calculations  state  and  local  taxes  in 
Pennsylvania  amounted  to  $10.61  per  $1000  of  wealth,  as  compared 
with  $16.54  in  New  York,  $16.42  in  Massachusetts,  $14.72  in  Ohio, 
$17.34  in  Michigan,  $17.26  in  Mississippi,  and  $13.44  in  the  country 
at  large.  On  this  basis  Pennsylvania's  rank  among  all  the  states  is 
thirty-ninth  with  but  nine,  therefore,  in  a  more  favorable  position. 
These  were  North  Carolina,  South  Carolina,  Alabama,  Missouri, 
Wyoming,  Virginia,  Arkansas  and  West  Virginia,  the  last  with 
$9.30  per  $1000  of  wealth.  On  the  basis  of  current  income,  state 
and  local  taxes  in  Pennsylvania  commanded  $48.13  per  $1000,  as 
against  $106.88  in  North  Dakota,  $97.20  in  South  Dakota,  $96.67 
in  Minnesota,  $96.09  in  Iowa,  among  the  highest,  and  $62.26  for 
the  entire  country.  On  this  basis  Pennsylvania  stood  forty-second 
among  the  states.  Rhode  Island,  Texas,  Arkansas,  South  Carolina, 
Georgia  and  Alabama,  the  lowest  with  $42.02  per  $1000,  were  less 
heavily  burdened. 

While  the  foregoing  figures  point  to  the  conclusion  that  as 
regards  the  burden  of  taxation,  Pennsylvania  enjoys  a  more  favor- 
able position  than  many  other  states,  they  do  not  in  themselves 
furnish  any  valid  reasons  for  increasing  the  burden  nor  do  they 
lessen  the  responsibility  resting  squarely  upon  the  shoulders  of  our 
citizens  to  keep  their  watchful  eyes  persistently  upon  the  only  too 
marked  tendency  towards  rapidly  increasing  public  expenditures. 
Our  citiens  must  ever  bear  in  mind  that  increasing  public  expen- 
ditures inevitably  lead  to  increased  taxation.  In  other  words,  the 
brakes  must  be  set  upon  the  spending  machinery  if  the  speed  with 
which  taxes  increase  is  to  be  effectively  checked.  Merely  setting 
the  brakes  will  not  suffice  either,  for  they  too  must  be  watched  with 
eagle  eyes  lest  in  the  course  of  time  their  grip  is  loosened. 

That  the  brakes  have  from  time  to  time  been  released  so  as  to 
result  in  increasing  the  momentum  in  no  uncertain  degree  is  demon- 
strated by  the  fact  that  the  total  expenditures  of  the  State  of  Penn- 
sylvania, after  dropping  from  $37,566,196  in  1913  to  $29,360,493  in 
1917,  rose  to  $56,468,333  in  1919,  to  $91,765,248  in  1921,  to  $95, 
011,319  in  1923,  and  to  $157,721,918  in  1925. 

Cause  for  even  greater  concern  than  that  in  connection  with  in- 
creasing expenditures  is  to  be  found  in  the  very  decisive  and  wide- 
spread tendency  to  secure  funds  through  the  use  of  the  borrowing 
power.  Thus  the  net  indebtedness  (funded  or  fixed  debt  less  sink- 
ing fund  assets)  of  Pennsylvania  rose  from  $492,639  in  1917  to 
$48,130,099  in  1924,  to  $64,964,110  in  1925.  This  resulted  in  an 
obligation  of  $0.06  per  capita  in  1917,  $5.26  in  1924  and  $7.02  in 
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1925.  The  great  increase  in  1925  was  due  in  part  to  the  $20,000,000 
bond  issue  for  highway  purposes. 

•  In  addition  to  the  bond  issues  now  outstanding,  a  total  of  $73, 
000,000  of  state  bonds  have  been  approved  by  two  successive  state 
legislatures  and  will  be  submitted  to  the  people  at  the  November 
election  of  1928  for  final  approval.  These  bonds  are  divided  as 
follows :  For  forest  purposes  $25,000,000 ;  for  national  guard  build- 
ings $5,000,000;  for  soldiers'  bonus  $35,000,000;  and  for  state  col- 
lege buildings  $8,000,000. 

When  the  legislature  convenes  in  1927  it  will  be  called  upon  to 
pass  for  the  second  time,  before  submission  to  the  people,  bond 
issues  totaling  $200,000,000,  divided  as  follows:  highways  $50,000, 
000;  memorial  bridge  and  state  institutions  $100,000,000;  institu- 
tions for  the  dependent,  defective  and  delinquent  $50,000,000.  The 
machinery,  therefore,  has  been  set  up  for  an  increase  of  $273, 
000,000  in  the  bonded  indebtedness  of  the  state  by  the  November 
election  of  1928.  If  to  all  the  bonds  already  issued  and  authorized, 
there  are  added  those  which  may  be  approved  in  1928,  we  would 
have  the  vast  sum  of  $373,000,000,  the  ultimate  burden  of  which 
would  probably  be  in  excess  of  $500,000,000. 

No  less  striking  is  the  tendency  towards  ever  increasing  expen- 
ditures on  the  part  of  the  cities  of  the  state.  Thus  we  find  that  in 
the  twenty  largest  cities  of  Pennsylvania  total  governmental  cost 
payments,  including  both  current  expenses  and  capital  outlays,  rose 
from  $75,456,244  in  1913,  to  $189,078,720  in  1923,  an  increase  of 
150  per  cent.  Capital  outlays  have  increased  more  rapidly  than 
current  expenses  in  all  classes  of  cities  of  the  state.  In  1913  the 
capital  outlay  of  the  cities  under  consideration  amounted  to  $15, 
802,630,  while  in  1923  such  expenditures  had  mounted  to  $46,351, 
107.  an  increase  of  193  per  cent. 

Current  expenses  rose  more  rapidly  in  the  decade  1913-1923  in 
cities  of  the  third  class  than  in  those  of  the  first  and  second  classes. 
Thus,  while  in  Philadelphia,  Pittsburgh  and  Scranton  current  ex- 
penses more  than  doubled  in  the  decade,  in  the  sixteen  largest  third 
class  cities  such  outlays  nearly  trebled,  and  in  certain  cities,  notably 
Erie,  Johnstown  and  Bethlehem,  the  growth  was  four  to  six  fold. 

In  Philadelphia  the  total  current  expenses  were  $35,890,940  in 
1913  and  $81,816,456  in  1923.  In  1925  this  had  risen  to  $93,406,424. 
In  Pittsburgh  in  the  same  period  there  was  an  increase  from  $13, 
426,098  to  $32,086,143,  while  in  Scranton  the  corresponding  figures 
were  $1,524,627  and  $3,484,828.  In  1925  the  amounts  were  ^36, 
047,298  and  $4,284,697  for  these  two  cities  respectively. 

In  1913  Reading  was  the  only  third-class  city  in  the  state  spend- 
ing as  much  as  one  million  dollars  per  year.  By  1923  twelve  cities 
of  this  class  were  over  the  million-dollar  level,  and  five,  Erie, 
Reading,    Harrisburg,    Wilkes-Barre    and   Johnstown,    were    each 
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spending  in  excess  of  two  millions  annually.  By  1925  Allentown 
had  entered  the  two-million  and  over  class,  bringing  the  number  of 
third-class  cities  in  this  group  up  to  six,  while  three  other  cities 
had  entered  the  million-dollar  class,  thus  in  the  space  of  two  years 
increasing  the  number  from  12  to  15.  The  most  important  item  in 
the  increased  current  expenses  of  cities  is  fotmd  in  the  growing 
cost  of  schools.  The  per-capita  outlay  for  schools  in  Philadelphia 
rose  from  $3.82  in  1913  to  $10.71  a  decade  later.  In  Pittsburgh, 
school  expenditures  rose  from  $6.25  to  $14.05  per  capita;  in  Scran- 
ton  we  find  the  rise  mounting  from  $4.49  to  $11.11;  and  in  the 
sixteen  third-class  cities  above  referred  to,  the  increase  was  from 
$3.81  to  $10.55  per  capita  in  the  same  period. 

We  are  cognizant  of  the  fact  that  these  greatly  increased  expen- 
ditures, both  for  general  and  for  school  purposes,  are  partly  due  to 
higher  price  and  wage  levels.  But  they  are  also  due  to  a  great 
extent  to  expansion  in  the  educational  program  and  to  the  larger 
functions  that  city  governments  are  assuming.  Evidence  of  this  is 
to  be  found  in  the  very  substantial  excess  of  the  percentage  in- 
crease in  current  expenses  over  that  of  the  increase  in  the  price 
levels.  Wholesale  prices  in  1923  were  only  54  per  cent  higher 
than  they  were  in  1913,  while  the  current  expenses  of  the  twenty 
largest  cities  of  Pennsylvania  showed  an  increase  of  139  per  cent. 

I  am  not  assuming  that  this  rising  cost  of  city  government  is  a 
phenomenon  peculiar  to  Pennsylvania.  Instead,  I  am  persuaded  to 
believe  that  a  similar  situation  exists  in  most  cities  throughout  the 
United  States.  Indeed  the  reports  of  the  United  States  Census 
Bureau  disclose  that  Pennsylvania  cities  have  been  more  conserva- 
tive in  increasing  their  expenditures  than  have  the  cities  in  many 
other  states.  According  to  the  census  statistics,  Philadelphia,  both 
with  respect  to  the  total  current  expenses  for  governmental  pur- 
poses and  for  schools,  had  a  lower  per-capita  total  than  most  other 
large  cities  in  the  country.  While  the  average  amount  spent  by  all 
general  departments  in  the  twelve  largest  cities  of  the  United  States 
in  1923  was  $40.39  per  capita,  that  for  Philadelphia  was  $35.02  and 
for  Pittsburgh  it  was  $43.09.  For  all  cities  of  the  country  with  a 
population  of  100,000  to  300,000  the  expenditures  for  all  general 
departments  amounted  to  $28.17  per  capita  in  1923  as  against  $23.61 
for  the  city  of  Scranton. 

In  the  sixteen  third-class  cities  of  Pennsylvania  for  which  sta- 
tistics were  at  my  disposal  the  expenditures  generally  ran  lower 
than  in  cities  of  similar  size  in  other  states.  For  all  cities  of  the 
country  having  a  population  between  30,000  and  100,000  the  total 
expenditures  of  all  the  general  departments  of  government  amounted 
to  approximately  $26.00  per  capita  in  1923  as  against  $20.22  per 
capita  in  the  sixteen  Pennsylvania  cities  here  considered. 

A  more  detailed  analysis  of  the  total  per-capita  cost  for  current 
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expenses  in  different  cities  of  Pennsylvania  discloses  that  Philadel- 
phia spent  $42.55  in  1923,  the  chief  items  of  which  were :  schools 
$10.71;  police  department  $4.89;  fire  department  $2.02;  health  and 
sanitation  $3.63;  streets  and  highways  $2.11;  charities,  hospital  and 
corrections  $2.89 ;  general  government  $3.66 ;  and  interest  pay- 
ments $5.66. 

In  Pittsburgh,  total  current  expenditures  in  1923  amounted  to 
$51.72  per  capita,  of  which  schools  accounted  for  $14.05;  police 
department  $3.28 ;  fire  department  $2.92 ;  health  and  sanitation 
$4.93;  streets  and  highways  $5.36;  charities,  hospitals  and  correc- 
tions $2.82;  general  government  $5.22;  and  interest  payments  $5.71. 

The  current  expenses  of  the  sixteen  largest  third  class  cities  are 
substantially  less  than  in  Philadelphia  and  Pittsburgh,  though 
schools  cost  nearly  as  much  in  these  cities  as  in  Philadelphia.  In 
these  cities  the  per-capita  cost  stood  at  $23.91  distributed  at  fol- 
lows: police  department  $1.51;  fire  department  $1.43;  health  and 
sanitation  $1.70;  streets  and  highways  $1.39;  charities,  hospitals 
and  corrections  $.09;  general  government  $1.32;  and  interest  pay- 
ments $2.44.  Among  these  third  class  cities  those  having  the  high- 
est per  capita  current  expenses  in  1923  were  !McKeesport  with 
$29.90;  Johnstown  with  $29.02;  Harrisburg  with  $28.67;  and  Erie 
wdth  $27.56.  The  cities  in  this  group  having  the  lowest  per  capita 
expenses  were  Lancaster  with  $19.34;  York  with  $19.01  and  Ches- 
ter with  $17.94. 

As  was  pointed  out  above  with  respect  to  the  state,  there  is  like- 
wise an  almost  irresistible  tendency  on  the  part  of  cities  to  increase 
their  bonded  indebtedness.  Indeed  one  of  the  most  striking  if  not 
one  of  the  most  dangerous  practices  in  municipal  fiscal  procedure 
is  found  in  the  facility  with  which  this  method  of  obtaining  funds 
is  used.  Somehow  our  people  seem  to  think  that  no  burden  is 
lodged  on  their  shoulders  when  funds  are  secured  through  borrow- 
ing, even  though  this  method  is  often  most  burdensome  in  the  end. 

An  idea  of  the  extent  to  which  Pennsylvania  cities  have  em- 
barked upon  this  method  of  financing  their  needs  may  be  gleaned 
from  the  fact  that  the  net  indebtedness  of  the  twenty  largest  cities 
of  the  state,  including  the  indebtedness  of  school  districts,  rose 
from  $161,402,070  in  1913  to  $334,185,514  in  1923,  an  increase  of 
107  per  cent  for  the  ten-year  period.  In  1913  the  per-capita  debt 
of  these  cities  and  school  districts  stood  at  $50.82  and  in  1923  it 
had  risen  to  $88.96,  while  in  1925  it  was  approximately  $120. 

In  Philadelphia  the  city  and  school  debt  was  doubled  between 
1913  and  1923,  while  on  the  per-capita  basis  it  rose  from  $61.88  to 
$105.00,  and  by  the  end  of  1925,  as  a  result  of  new  bond  issues  for 
schools,  highways,  and  the  subway,  it  stood  at  slightly  over  $300, 
000,000,  or  $151.65  per  capita.  In  Pittsburgh  the  debt  obligations 
outstanding  w-ere  113  per  cent  greater  in  1923  than  in  1913,  result- 
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ing  in  an  increase  from  $66.53  to  $125.44  per  capita.  At  the  close 
of  1925,  Pittsburgh's  debt  had  risen  to  $138.68  per  capita. 

Certain  Pennsylvania  cities  had  comparatively  small  debt  obliga- 
tions in  1913,  but  since  that  time  the  growth  of  municipal  indebted- 
ness has  been  phenomenal.  The  cities  showing  the  largest  increase 
in  bonded  debt  between  1913  and  1925  are  Erie  with  an  increase 
of  715  per  cent,  Johnstown  \\-ith  a  1018  per  cent  increase,  and 
Bethlehem  with  an  addition  of  607  per  cent.  Taking  a  group  of 
the  sixteen  largest  cities  of  the  third  class,  we  find  that  their  total 
indebtedness  rose  212  per  cent  in  the  twelve-year  period  between 
1913  and  1925.  On  the  per-capita  basis  we  find  in  these  sixteen 
cities  Bethlehem  leading  with  $103.18  in  1925,  while  Williamsport 
w'ith  $24.98  per  capita  enjoyed  the  lightest  burden.  Others  of  the 
third  class  cities  having  high  per-capita  indebtedness  in  1925  were 
Easton  with  $95.36,  Johnstown  with  $88.32,  and  Harrisburg  with 
S78.91.  The  net  per-capita  debt  of  the  sixteen  cities  taken  together 
was  $60.66  in  1925  as  compared  with  $23.96  twelve  years  earlier. 

It  goes  without  saying  that  such  great  increases  in  bonded  in- 
debtedness inevitably  bring  in  turn  heavy  increases  in  the  burdens 
upon  the  taxpayers,  to  meet  the  interest  charges,  sinking  fund 
charges  and  to  pay  the  four-mill  state  tax  now  imposed  on  muni- 
cipal bonds.  Under  present  conditions  where  a  city  of  the  third 
class  in  Pennsylvania  issues  a  serial  bond  running  for  thirty  years, 
the  maximum  period  permitted  by  the  Constitution,  the  amount  that 
must  be  raised  through  taxation  the  first  year  for  debt-service  is 
very  near  8  per  cent  of  the  par  value  of  the  issue.  As  the  bonds 
mature  each  year,  the  debt-service  charge  will  be  cut  down  to 
about  3}i  per  cent  on  the  original  issue  for  the  thirtieth  year.  In 
other  words  this  means  that  the  annual  debt-service  charge  will 
average  approximately  5^  per  cent  each  year  on  the  total  original 
bond  issue  carrying  a  4%  per  cent  coupon  rate.  These  figures  are 
only  approximately  accurate,  but  are  highly  indicative  of  the  bur- 
dens imposed. 

Reverting  again  to  the  steadily  rising  expenditures  of  the  state, 
let  us  examine  briefly  the  main  purposes  for  which  the  outlays  are 
made.  As  is  the  case  perhaps  in  every  state  in  the  Union,  the  ex- 
penditures on  account  of  education  and  highway  construction  enjoy 
a  commanding  lead  in  Pennsylvania.  And  worthy  indeed  are  both 
of  these  objects.  We  must,  therefore,  not  be  too  ready  to  condemn 
increases,  before  we  have  carefully  weighed  the  purposes  for  which 
the  funds  are  to  be  used,  for  in  the  last  analysis  these  purposes 
must  count  for  most.  Our  citizenship  therefore  should  never 
slacken  in  its  zeal  in  insisting  that  '"'the  object  of  expenditure  shall 
be  one  of  wisdom;  that  its  function  shall  be  proper  in  conception; 
that  its  administration  shall  be  efficient  and  economical;  and  lastly 
that  it  shall  be  in  the  interest  of  society  as  a  whole  and  not  in  the 
interest  of  a  chosen  few." 
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Even  with  religious  adherence  to  all  these  ideals,  are  we  not  to 
expect  that  every  progressive  and  forward-looking  people,  mindful 
of  the  power  that  is  theirs  to  be  exercised  through  the  voting  privi- 
lege, will  almost  of  necessity  multiply  public  activities  both  inten- 
sively and  extensively,  and  thus  in  turn  call  for  higher  taxation? 
Of  no  great  or  at  least  of  much  less  significance  is  this,  however, 
if  the  increase  is  not  at  a  greater  rate  than  is  the  increase  in  popu- 
lation and  wealth. 

Indeed  our  very  form  of  government  and  our  political  ideals  seem 
to  facilitate  increasing  public  expenditures.  The  celebrated  French 
philosopher  Montesquieu  in  the  eighteenth  century  pointed  out  that 
liberty  increases  taxation.  This  thesis,  since  re-affirmed  by  a  multi- 
tude of  scholars,  finds  its  deepest  significance  perhaps  in  this  our 
own  country,  where  we  enjoy  such  a  full  measure  of  liberty,  where 
democratic  ideals  are  fostered,  developed  and  perpetuated,  and 
where  all  are  clothed  with  the  power  to  vote.  It  is  in  the  exercise 
of  this  privilege,  be  it  remembered,  that  is  to  be  found  the  pre- 
rogative both  to  initiate  and  to  direct  the  currents  of  public  ex- 
penditures. 

The  citizenship  that  votes  the  expenditures  must  expect  the  un- 
failing hand  of  the  tax-gatherer  to  reach  into  its  pockets  for  the 
funds  with  which  to  meet  the  obligations.  The  only  certain  way  to 
reduce  taxes  is  to  reduce  expenses,  and  the  only  certain  way  to  re- 
duce expenses  is  by  means  of  the  ballot.  And  whether  they  are 
reduced  or  increased,  let  us  make  more  certain  that  it  shall  be  done 
in  accord  with  the  will  of  the  many  rather  than  of  the  few.  In 
other  words,  let  us  take  more  seriously  the  privilege  of  voting  which 
is  ours  to  enjoy.  I  have  little  sympathy  with  the  citizen  who  com- 
plains of  increasing  expenditures  and  then  fails  to  vote,  when  the 
opportunity  is  presented.  Obviously,  however,  there  are  limits  to 
the  extent  to  which  expenditures  can  be  reduced,  and  equally  ob- 
vious is  the  fact  that  there  are  limits  to  the  extent  to  which  they 
should  be  reduced.  If  the  satisfactions  in  the  lives  of  the  great 
body  of  our  people  keep  well  in  advance  of  the  increasing  cost  of 
government,  then  we  may  well  find  cause  for  rejoicing  rather  than 
condemnation. 

Again  directing  our  attention  to  the  expenditures  for  schools  and 
highway  purposes  we  find  steady  if  not  staggering  increases.  Thus 
for  the  school  year  1900-1901  the  total  taxes  for  school  purposes 
amounted  to  $15,329,325,  while  the  state  appropriations  for  the 
same  purposes  amoimted  to  $6,069,226.  The  following  table  shows 
the  amount  of  taxes  and  state  appropriations  for  school  purposes 
for  the  years  indicated: 
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Year  Taxes  State  appropriations 

1905-06 $20,627,093                        $5,316,902 

1910-11 28,956,550                          6,944,604 

1915-16 38,691,979                          7,102,856 

1920-21 74.557,809                          8,850,346 

1923-24 105,866,861                        26,044,267 

What  of  the  future?  Have  we  reached  the  peak?  Apparently  not, 
for  the  Superintendent  of  Public  Instruction,  in  response  to  an 
inquiry  from  the  State  Tax  Commission  has  estimated  that  for  the 
biennium  1937-39  the  state  appropriations  for  public  instruction  will 
total  $90,893,555,  as  against  $58,981,448  for  the  biennium  1925-27. 

As  for  the  expenditures  for  construction  and  maintenance  of 
highways,  we  find  the  greatest  increase  both  relative  and  absolute 
in  the  last  fifteen  years,  rising  from  an  annual  average  of  $4,308,207 
in  the  quadrennium  1911-14  to  $7,135,705  annually  during  the  next 
quadrennium,  increasing  to  $47,989,194  in  the  year  1921,  dropping 
to  $32,815,428  in  1923  and  mounting  to  $51,894,484  in  1924  and  to 
$64,658,422  in  1925.  Here  again  the  peak  seems  to  be  far  in  the 
distance.  The  Department  of  Highways  in  its  estimates  submitted 
to  the  tax  commission  predicts  that  by  1937  the  total  highway  ex- 
penditures will  have  risen  to  approximately  $90,000,000  per  year  as 
against  $64,658,422  for  the  year  1925. 

Quite  the  same  story  is  revealed  when  we  direct  our  attention  to 
the  expenditures  for  public  welfare  purposes,  the  third  largest  item. 
Carefully  prepared  estimates  indicate  that  for  the  biennium  1935-37 
approximately  $36,750,000  will  be  called  for  as  against  $23,466,532 
for  the  biennium  1925-27.  In  short,  these  estimates,  together  with 
others,  point  to  the  conclusion  that  by  the  end  of  the  next  ten-year 
period  the  tax  burden  of  the  state  will  have  approximately  doubled. 

Having  thus  far  considered  public  expenditures,  we  will  now 
direct  our  attention  to  the  tax  machinery  that  Pennsylvania  has  in- 
stalled for  providing  the  funds  to  meet  these  outlays.  Looking 
first  at  the  Constitution,  we  find  the  specific  provisions  relating  to 
the  exemption  of  property  from  taxation,  the  power  to  tax  corpora- 
tions, the  issue  of  bonds  for  highway  purposes,  and  the  thirty-year 
limitation  on  public  debt  payment.  In  addition  to  these  there  is  the 
significant  general  provision  prescribing  that  "  All  taxes  shall  be 
uniform  upon  the  same  class  of  subjects  within  the  territorial  limits 
of  the  authority  levying  the  tax,  and  shall  be  levied  and  collected 
under  general  laws ;  but  the  General  Assembly  may,  by  general 
laws  exempt  from  taxation  public  property  used  for  public  pur- 
poses, actual  places  of  religious  worship,  places  of  burial  not  used 
or  held  for  private  or  corporate  profit,  and  institutions  of  purely 
public  charity." 

The  foregoing  provision,   as  interpreted  by  the  courts,   permits 
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classification  but  does  not  permit  the  principle  of  progression  to  be 
applied  to  any  given  class  or  group  of  taxables.  Familiar  to  every 
student  of  taxation  is  the  fact  that  Pennsylvania  in  the  year  1885 
blazed  a  new  trail  when  she  enacted  the  law  imposing  a  tax  of 
three  mills  on  the  dollar  in  lieu  of  all  other  taxes  on  certain  pre- 
scribed intangibles  such  as  bonds,  except  those  of  Pennsylvania  or 
of  the  Federal  Government,  articles  of  agreement,  accounts  bearing 
interest,  shares  of  corporations  not  subject  to  the  then  existing 
capital  stock  tax,  and  other  choses  in  action.  Subsequent  legisla- 
tion prescribed  that  one-third  of  the  receipts  from  this  source  should 
go  to  the  counties ;  a  little  later  the  rate  was  increased  to  four  mills 
and  the  proportion  going  to  the  counties  was  raised  to  three-fourths ; 
and  finally  in  1913  the  law  was  again  changed  to  its  present  status. 
In  accordance  with  the  change  then  made,  certain  intangibles  were 
designated  for  state  levies  while  all  others  were  to  be  reserved  for 
the  counties  for  exclusive  taxation.  The  uniform  rate  of  four  mills 
applies  in  each  case. 

The  state  levy  just  referred  to  is  the  corporate  loans  tax  which 
applies  to  bonds  and  other  loans  of  private  corporations  or  of  public 
authorities  such  as  counties,  boroughs,  cities  and  school  districts. 
On  the  other  hand,  the  county  tax  here  considered  is  levied  on 
mortgages,  agreements  and  accounts  bearing  interest,  solvent  credits 
of  all  kinds,  public  bonds  not  taxed  by  the  state  and  not  exempt  and 
shares  of  corporations  not  otherwise  taxed  by  the  state.  ' 

The  results  of  this  change  in  taxing  intangibles  at  low  rates  were 
immediate  and  highly  reassuring,  for  under  the  lower  rates  the 
assessed  value  of  intangibles  momited  to  heights  almost  unbeliev- 
able. Indeed  the  success  was  so  pronounced  that  since  that  time 
about  a  dozen  other  states  have  adopted  similar  plans,  and  it  is 
pointed  to  by  students  of  taxation  almost  to  a  man,  as  one  of  the 
two  most  promising  lines  of  reform. 

As  was  pointed  out  by  Dr.  Williamson  in  his  most  able  discussion 
at  the  New  Orleans  meeting  of  the  National  Tax  Association  in 
1925,  that  part  of  the  tax  levied  by  the  state  has  been  successfully 
administered,  but  success  on  the  part  of  the  counties  has  been  de- 
cidedly less  marked.  Abundant  evidence  has  been  presented  to  the 
Pennsylvania  Tax  Commission  indicating  that  in  many  counties 
little  else  is  collected  than  the  tax  on  mortgages,  and  judgments  of 
record  and  on  trust  estates  returned  by  trustees.  Though  in  my 
judgment  the  substitution  of  a  graduated  personal  income  tax  for 
this  tax  is  to  be  desired,  I  am  not  in  a  position  to  condemn  the  tax 
wholesale,  because  of  the  comparative  lack  of  success  on  the  part 
of  the  counties.  Rigid  and  courageous  enforcement  of  the  law, 
without  fear  or  favor,  clarification  and  simplification  of  the  statute, 
more  skilled  and  better  paid  boards  of  assessors  and  strict  and  effi- 
cient  central   control   over  the  whole  processes  of   administration 
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will,  I  believe,  result  in  great  gain,  will  bring  this  method  of  tax- 
ing intangibles  out  into  its  true  light  and  will  serve  to  bring  to 
Pennsylvania  a  greater  sense  of  satisfaction  in  having  taken  such 
a  step  more  than  four  decades  ago. 

In  addition  to  the  above-mentioned  four-mills  levy  on  certain 
kinds  of  intangibles,  the  local  subdivisions  levy  upon  real  property 
and  to  a  limited  extent  upon  certain  other  specified  kinds  of  per- 
sonalty. Furthermore  there  are  the  occupation  taxes,  poll  taxes  and 
per-capita  school  taxes.  Mention  should  be  made  that  Philadelphia 
and  Pittsburgh  have  special  systems  for  local  taxation  on  the  prop- 
erty subject  to  county  and  municipal  taxes.  Of  special  interest  is 
the  practice  that  prevails  in  Pittsburgh  of  taxing  buildings  at  one- 
half  the  rate  levied  on  land. 

The  assessment  and  collection  of  local  taxes  are  lodged  in  the 
hands  of  local  authorities  with  no  supervision  by  a  central  author- 
ity. This  practice  inevitably  results  in  wide  diversity  of  methods 
and  consequently  in  a  considerable  degree  of  inequality  as  among 
individuals  and  localities.  In  early  times,  when  travel  was  difficult 
and  population  more  scattered,  a  highly  localized  system  for  the 
assessment  and  collection  of  taxes  found  justification,  but  today  we 
have  difficulty  in  finding  any  valid  reasons,  for  example,  for  having 
a  tax  collector  in  every  ward  of  a  city  so  that  if  a  taxpayer  owns 
real  estate  in  five  different  wards  he  will  have  to  seek  five  different 
collectors.  In  some  cases  the  county  treasurers  collect  county  taxes; 
in  some  parts  of  the  state  township  taxes  are  collected  by  the  con- 
stable or  supervisor;  in  twenty-two  counties  the  system  of  collec- 
tion prescribed  by  general  law  is  not  followed  or  is  followed  only 
in  part;  and  in  Pittsburgh  one  set  of  men  assesses  real  estate  for 
purposes  of  city  taxation  while  another  set  evaluates  the  same  prop- 
erty for  county  taxation,  with  resulting  wide  differences  in  their 
valuations.    These  illustrations  show  the  utter  lack  of  uniformity. 

Attention  to  these  practices  has  been  called  by  students;  investi- 
gations have  been  made  by  commissions;  reports  have  been  sub- 
mitted by  various  bodies  and  bills  have  been  introduced  by  legisla- 
tors, with  but  little  or  no  results,  at  least  until  1925.  Thus  the  Com- 
mission on  Assessment  and  Collection  of  Local  Taxes,  after  a  care- 
ful investigation,  submitted  an  able  report  to  the  General  Assembly 
in  1921,  and  again  in  1923,  calling  for  a  considerable  degree  of 
central  control,  both  as  regards  the  assessment  and  collection  of 
local  taxes.  The  bill  introduced  in  1921,  embodying  the  recommen- 
dations of  the  commission  calling  for  a  board  of  county  assessors 
to  be  appointed  by  the  county  commissioners  for  a  four-year  term 
and  for  a  single  county  tax  collector,  was  killed  in  committee.  In 
1923  another  bill  was  introduced  practically  duplicating  that  of 
1921,  except  that  it  called  for  the  appointment  of  a  county  board  of 
assessors  for  a  six-year  term,  with  the  approval  of  a  majority  of 
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the  judges  of  the  court  of  common  pleas  in  the  county.  This  bill 
was  defeated  in  the  House  by  a  vote  of  24  to  136.  Again  in  1925 
a  bill  differing  from  its  predecessors  mainly  in  creating  an  elective 
board  of  county  assessors  for  a  four-year  term  went  down  to  defeat 
in  the  House  by  a  decisive  vote  of  29  to  170.  Partial  success  was, 
however,  attained  in  1925  when  a  law  was  enacted  applicable  to 
cities  of  the  third  class  which  permits  the  selection  of  a  single  col- 
lector of  county  taxes.  Several  counties  have  already  taken  ad- 
vantage of  this  law  with  decided  savings. 

Notwithstanding  the  fact  that  this  beginning  has  been  made,  the 
prospects  for  sweeping  progress  towards  centralization  in  local  tax 
administration  are  anything  but  bright  in  Pennsylvania.  Strong 
and  effective  indeed  is  the  opposition  of  the  more  than  six  thousand 
local  tax  collectors  and  assessors,  who  see  in  such  a  move  a  death 
blow  at  their  positions  and  emoluments.  This  opposition  might  be 
lessened  somewhat  by  enacting  a  law  to  this  end  and  have  it  take 
effect  five  or  ten  years  hence.  Another  formidable  obstacle  in  the 
way  of  this  reform,  so  decidedly  favorable  in  my  judgment  to 
economy  and  efficiency,  is  to  be  found  in  the  extent  to  which  the 
principle  of  "  home  rule  "  is  involved.  Especially  is  this  empha- 
sized in  the  agricultural  districts,  through  the  agency  of  the  Grange. 

Most  amazing  is  the  lack  of  economy  and  efficiency  in  connec- 
tion with  local  tax  collection.  This  is  explained  in  large  measure 
by  the  fee  or  commission  system  of  compensating  the  collectors. 
In  the  counties  outside  of  Philadelphia  and  Allegheny  a  separate 
fee  is  charged  for  collecting  each  kind  of  tax.  Thus  there  is  a 
fee  for  collecting  the  school  tax ;  a  fee  for  the  road  tax ;  a  fee  for 
the  poor  tax;  a  fee  for  the  county  tax;  another  fee  for  the  bor- 
ough tax  and  still  another  and  much  higher  fee  for  delinquent 
taxes.  The  fee  permitted  is  five  per  cent,  except  in  the  case  of 
school  taxes,  in  which  case  the  rate  of  pay  is  fixed  by  the  local 
school  boards,  thus  resulting  in  considerable  variation. 

The  Pennsylvania  Tax  Commission  in  its  Report  of  1925  pre- 
sented a  statement  of  the  results  of  its  investigation  into  the  cost 
of  collecting  county  taxes  in  about  one-half  of  the  counties  of  the 
state.  This  investigation  disclosed  the  fact  that  the  cost  of  collec- 
tion varied  from  a  minimum  of  3.8  per  cent  to  a  maximum  of  19.7 
per  cent  of  the  amount  collected,  resulting  in  salaries  in  some  in- 
stances as  high  as  $25,000  per  annum..  One  tax  collector  for  a 
township  received  $14,000  in  commissions  for  collecting  the  taxes, 
97  per  cent  of  which  was  paid  in  two  checks  by  two  corporations; 
in  another  township  with  a  population  of  17,574  the  collector's  fees 
amounted  to  $17,662.59;  a  borough  in  Lackawanna  county  with  a 
population  between  7,000  and  8,000  paid  the  tax  collector  $15,000. 
For  the  year  1924-25  the  total  local  school  tax  collected  in  the  state 
was  $114,318,426,  which  was  collected  at  a  cost  of  $1,927,756.    For 
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the  same  year  Philadelphia,  where  the  receiver  of  city  taxes  col- 
lects the  school  tax,  collected  a  school  tax  of  $24,838,269  at  a  cost 
of  $39,884.  Had  this  more  economical  method  prevailed  through- 
out the  state,  the  school  taxes  could  have  been  collected  for  $184,051 
with  a  resulting  saving  of  approximately  one  and  three-quarter 
millions  of  dollars. 

Such  tremendously  high  pay  for  tax  collections  can  find  no  justi- 
fication in  any  system  which  has  any  regard  for  economy — one  of 
the  venerable  characteristics  of  a  good  tax  system.  There  can  be 
no  question  but  what  millions  can  be  saved  to  the  taxpayers  through 
the  adoption  of  a  system  of  tax  collection  which  just  plain  common 
sense  dictates.  But,  I  inquire,  is  not  the  remedy  to  be  found  in  the 
hands  of  the  people  who  silently  stand  by  and  permit  such  injustice 
to  continue?  If  dollars  are  necessary  to  arouse  voters,  certainly  the 
legitimate  stage  is  set  and  the  curtain  ready  to  rise. 

In  this  connection  it  is  interesting  to  note  that  the  Court  of 
Common  Pleas  of  Schuylkill  County  in  June  of  this  year  reduced 
the  fees  of  one  of  the  township  collectors  of  school  taxes  from  5 
per  cent  to  2J^  per  cent  for  the  collection  of  $175,500,  90  per  cent 
of  which  was  paid  by  nine  coal  companies.  This  action  of  the 
court  holds  out  some  hope  of  relief  to  various  sections  where  abuses 
are  most  glaring. 

The  discussion  above  points  to  another  well-known  and  much- 
discussed  feature  of  Pennsylvania's  tax  system — namely  the  separa- 
tion of  sources  of  state  and  local  revenues.  Time  will  not  permit 
me  to  detail  the  arguments  for  and  against  this  practice.  The  most 
serious  indictment  against  the  practice  in  Pennsylvania,  which  leads 
to  the  result  that  the  great  bulk  of  the  state's  revenue  is  derived 
from  corporations,  is  that  so  large  a  part  of  our  people  lose  sight 
of  the  responsibility  which  good  citizenship  carries.  In  other  words, 
we  shall  be  more  sensible  of  our  responsibility  as  regards  state  ap- 
propriations and  fiscal  administration  if  we  are  called  upon  to 
contribute  directly  to  the  state.  Furthermore,  separation  results  in 
greater  inelasticity,  thus  violating  one  of  the  time-honored  maxims — • 
that  a  good  tax  system  must  be  elastic.  The  experience  of  Penn- 
sylvania in  searching  about  to  find  new  taxes  when  emergencies 
arise  furnishes  ample  proof  of  the  validity  of  this  objection.  In 
many  other  states  the  needed  element  of  elasticity  is  afforded  either 
by  levy  on  real  estate  or  on  property  in  general. 

Historically,  as  has  been  pointed  out  by  other  students,  the  separa- 
tion of  revenue  sources  in  Pennsylvania  falls  into  four  periods: 
(1)  the  period  prior  to  1840,  when,  except  for  occasional  brief 
periods  no  direct  tax  was  levied  by  the  state;  (2)  the  period  from 
1840-1866  when  the  general  property-  tax  was  the  main  source  of 
revenue  both  for  the  state  and  the  local  subdivisions;  (3)  the  transi- 
tion period   1866-1885    when   the   state   relinquished   first  the   real 
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estate  tax,  then  the  levy  on  horses  and  cattle,  and  localities  were 
barred  from  taxing  such  personalty  as  was  taxed  directly  by  the 
state;  (4)  the  period  since  1885  when  almost  complete  separation 
has  prevailed. 

Among  the  advantages  urged  in  favor  of  separation  we  may  but 
mention:  (1)  the  elimination  of  the  state  levy  on  property  partially 
eliminates  the  incentive  to  undervaluation  as  between  local  taxing 
jurisdictions;  (2)  it  will  remedy  the  local  surpluses  and  shortages 
of  revenue  due  to  concentration  or  scarcity  of  taxable  property  by 
assigning  for  state  taxation  property  that  tends  to  concentrate ; 
(3)  it  results  in  partial  shifting  of  taxation  from  real  estate  to  in- 
tangible property;  (4)  it  results  in  conformity  with  the  natural 
division  of  governmental  functions  and  activities;  (5)  it  tends  to 
lower  rates;  (6)  it  leads  to  better  adaptation  of  means  to  ends. 

Without  further  comment  on  the  merits  and  demerits  of  the 
separation  of  sources  of  revenue,  I  am  prompted  to  record  the 
pointed  observations  of  Professor  Lutz  in  his  admirable  volume  on 
Public  Finance,  in  which  he  says:  "The  policy  of  separation  no 
longer  commands  the  confidence  it  once  enjoyed  as  a  major  solu- 
tion of  the  difficulties  of  local  tax  administration.  Any  state  which 
has  not  yet  undertaken  it  would  do  well  before  launching  forth 
with  the  experiment,  to  consider  carefully  the  results  in  places 
where  it  has  been  tried." 

Thus  far  mention  has  been  made  of  but  one  and  that  not  a  very 
important  source  of  revenue  of  the  state,  namely,  the  loans  tax 
which  yielded  $4,239,065  in  1925.  As  a  matter  of  fact  the  state 
secures  revenue  from  about  ninety  distinct  sources,  among  which 
may  be  mentioned  thirteen  corporation  taxes,  eighteen  miscel- 
laneous taxes,  fees  for  motor  licenses  and  registration,  twenty 
licenses  or  registrations  of  professions  and  occupations,  thirteen 
licenses  or  registrations  of  dealers,  five  miscellaneous  licenses, 
seven  charges  for  inspections  and  examinations,  and  six  depart- 
mental fees.  In  addition  to  these  there  are  certain  minor  sources, 
such  as  fines,  road  permits,  conscience  money,  interest,  federal  aid, 
and  receipts  from  the  sale  of  goods. 

Among  the  major  springs  from  which  funds  flow,  we  find  the 
motor  license  fees,  the  capital  stock  tax,  the  transfer  inheritance 
tax,  the  tax  on  insurance  companies,  the  mercantile  license  tax  and 
the  liquid  fuels  tax. 

The  limits  of  this  paper  admit  of  but  brief  mention  of  the  more 
important  of  the  above-mentioned  taxes.  Partly  because  of  the 
numerous  comments  directed  both  for  and  against  it  and  partly 
because  of  its  productiveness  as  a  revenue  yielder,  attention  will 
first  be  given  to  the  capital  stock  tax.  This,  as  is  well  known,  is  a 
tax  of  five  mills  on  every  dollar  of  the  actual  value  of  the  capital 
stock  employed  in  Pennsylvania  of  all  domestic  and   foreign  cor- 
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porations,  joint  stock  associations,  limited  partnerships  and  com- 
panies doing  business  in  the  state,  excepting  however  banks,  trust 
companies,  title  insurance  companies,  building  and  loan  associa- 
tions, foreign  insurance  companies  (taxed  in  other  ways)  and  all 
capital  stock  actually  and  exclusively  employed  in  manufacturing 
and  laundering,  except  in  the  manufacture  of  liquors,  where  the 
rate  is  ten  mills,  and  in  any  manufacturing  company  having  the 
right  of  eminent  domain. 

The  assessment  and  collection  of  this  tax,  as  is  the  case  with 
most  of  the  state  taxes,  are  lodged  in  the  hands  of  the  Auditor 
General,  to  whom  each  company  subject  to  the  tax  is  required  to 
submit  an  appraisal  of  its  capital  stock  "  at  its  actual  value  in  cash, 
not  less,  however,  than  the  average  price  or  value  indicated  or 
measured  by  net  earnings,  or  by  the  amount  of  profit  made  and 
either  declared  in  dividends  or  carried  into  surplus  or  sinking 
funds."  The  Auditor  General  may  either  adopt  this  appraisal  or 
fix  his  own  valuation.  In  the  latter  event  he  is  enjoined  to  take 
into  consideration  average  selling  price  of  stock,  gross  earnings 
and  expenditures,  net  earnings  over  a  period  of  five  years;  assets 
and  liabilities;  and  general  conditions  and  circumstances  surrovmd- 
ing  the  particular  business.  This  obviously  clothes  the  Auditor 
General  with  rather  wide  powers,  which  perhaps  finds  considerable 
justification  in  connection  with  the  levy  of  a  tax  which  is  so  far 
removed  from  the  ability-to-pay  principle.  When  we  recall  that 
some  35,000  corporations  are  compelled  to  file  reports  we  get  some 
idea  of  the  task  the  Auditor  General  has  to  meet.  We  likewise 
must  conclude  from  the  great  number  reporting  that  all  returns 
can  hardly  be  expected  to  be  carefully  audited.  The  valuations 
which  are  contested  are  the  ones  that  do  receive  the  most  careful 
consideration. 

Obviously  there  has  been  much  litigation  as  to  just  what  shall  be 
included  under  the  term  manufacturing.  Among  the  many  which 
the  courts  have  in  their  wisdom  declared  to  be  "  manufacturing 
industries,"  and  therefore  exempted  from  the  application  of  this 
tax,  may  be  mentioned:  steel,  iron  and  metal  and  their  products, 
meat  and  meat  products,  lumber  and  lumber  products,  wool  and 
cotton  and  their  products,  floors,  pavements  and  roadways,  clay  and 
clay  products,  tobacco  products,  candy,  electrical  fixtures  and  appli- 
ances, ships  and  ship  repairing,  books  and  magazines,  gas  and  gas 
furnaces,  oil  and  oil  products,  leather,  condiments  and  drugs,  buy- 
ing raw  materials  and  having  them  made  by  another  company  into 
manufactured  products.  Newspapers  likewise  enjoy  the  distinction 
of  being  manufacturing  industries  and  thus  are  accorded  immunity 
from  the  tax. 

On  the  other  hand,  companies  engaged  in  the  following  under- 
takings have  been  held  not  to  come  under  the  heading  of  manufac- 
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turing  corporations :  electric  light,  heat  and  power,  water,  ice  and 
steam,  rock  and  stone  and  their  products,  cattle  and  cattle  products, 
roasting  coffee,  assembling  and  installing  heating  plants  and  drilling 
artesian  wells. 

Perhaps  none  of  the  state  taxes  has  aroused  so  much  interest  nor 
has  any  been  subjected  to  more  criticism  than  has  this  one.  Many 
thoughtful  and  serious-minded  people  call  in  question  the  wisdom 
of  granting  exemption  to  manufacturing  corporations  which  over 
long  periods  have  enjoyed  unquestioned  prosperity.  Especially 
vigorous  has  been  the  opposition  of  the  farmers  through  the  Grange. 
These  people  see  gross  injustice  resulting  from  the  practice  of  sup- 
porting local  government  largely  by  taxing  real  and  personal  prop- 
erty and  state  government  by  taxing  business.  This,  it  is  claimed 
places  an  unequal  burden  upon  the  farmer  and  the  home  owner. 
Hence  if  the  now-exempted  manufacturing  companies  were  brought 
under  this  levy,  the  additional  revenue  thereby  secured  could  in 
part  at  least  be  distributed  among  the  local  communities  and  thus 
lighten  the  burden  now  imposed  on  real  estate.  That  there  is  merit 
in  this  proposal  cannot  be  gainsaid,  but  it  must  not  be  forgotten 
that  exemption  from  the  capital  stock  tax  does  not  free  these  com- 
panies from  taxation  for  county,  township,  borough,  city,  school 
and  poor  purposes,  all  of  which  must  be  considered  when  deter- 
mining relative  burdens. 

On  the  other  hand,  no  less  persistent  are  the  demands  of  the 
manufacturing  interests  that  this  exemption  be  retained,  basing 
their  stand  partly  upon  the  ground  that  many  industries  have 
located  in  Pennsylvania  on  this  account  and  that  faith  with  them 
should  not  be  broken ;  partly  on  the  ground  that  manufacturers  are 
paying  their  just  share  when  all  levies  are  taken  into  consideration; 
and  partly  on  the  less  valid  ground  that  this  exemption  is  necessary 
for  the  continuous  and  fullest  development  of  the  state's  manufac- 
turing industries.  In  my  humble  judgment  Pennsylvania's  pre- 
eminence as  a  manufacturing  state  in  certain  well-known  lines  is 
and  ought  to  be  more  due  to  her  favorable  conjunction  of  natural 
and  economic  conditions  than  to  any  artificial  advantage  obtained 
through  taxation  or  the  lack  of  it.  To  the  extent  that  this  is  true 
are  we  in  accord  with  sound  economic  theory  which  is  not  confined 
to  any  state  but  is  as  broad  as  the  human  race. 

The  Pennsylvania  Tax  Commission,  in  an  effort  to  get  more 
specific  information  to  guide  it  in  its  final  disposition  of  this  ques- 
tion has  undertaken  such  an  investigation  as  is  possible  with  the 
limited  time  and  means  at  its  disposal,  as  to  the  real  burden  of 
taxation  borne  by  manufacturing  interests  in  the  state.  At  the 
time  of  the  preparation  of  this  paper  the  investigation  discloses  the 
following  interesting  information  bearing  on  this  point. 

For  the  year  1924,  manufacturing  corporations  numbering  1.733, 
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including  both  large  and  small  companies,  reported  the  total  actual 
value  of  their  capital,  or  their  "net  worth,"  at  $1,089,421,137. 
These  manufacturing  corporations  paid  to  the  Federal  Government 
in  taxes  in  1924  a  total  of  $15,520,317,  and  to  state  and  local  gov- 
ernments $7,519,868.  For  these  companies,  therefore,  the  ratio  of 
federal  taxes  to  capital  was  1.42  per  cent;  the  ratio  of  state  and 
local  taxes  to  capital  was  0.69  per  cent;  and  the  ratio  of  total  taxes 
to  capital  was  2.11  per  cent.  Newspapers,  which  in  Pennsylvania 
enjoy  the  same  exemptions  as  manufacturing  concerns,  show  very 
similar  ratios.  Laundries,  which  are  likewise  exempt  from  the 
capital  stock  tax,  show  considerably  lower  ratios  than  manufac- 
turing companies  and  newspapers. 

All  other  classes  of  business  (i.  e.,  non-manufacturing),  repre- 
sented in  this  survey  by  2,611  corporations,  reported  their  combined 
capital  or  net  worth  at  $514,732,854,  while  their  federal  taxes 
amounted  to  $6,223,477,  and  state  and  local  taxes  were  $8,858,851. 
For  these  non-manufacturing  corporations,  the  ratio  of  federal 
taxes  to  capital  is  1.21  per  cent;  the  ratio  of  state  and  local  taxes 
to  capital  is  1.72  per  cent,  or  a  total  of  2.93  per  cent  for  all  taxes. 

Comparing  the  manufacturing  companies  with  the  non-manufac- 
turing, it  will  be  seen  that  the  burden  of  federal  taxes,  as  measured 
by  net  worth,  is  slightly  greater  upon  the  manufacturing  group 
than  upon  the  non-manufacturing.  The  burden  of  state  and  local 
taxes,  however,  measured  in  the  same  way,  is  about  two  and  one- 
half  times  as  great  upon  the  non-manufacturing  group  as  upon  the 
manufacturing  group,  and  the  total  tax  burden  is  40  per  cent  greater 
upon  the  non-manufacturing  than  upon  the  manufacturing  group. 

Measured  upon  the  basis  of  net  income  (before  taxes  and  before 
dividends),  the  showing  is  similar  to  the  above,  except  that  the 
burden  upon  the  non-manufacturing  group  is  relatively  somewhat 
heavier.  On  this  basis,  the  burden  of  state  and  local  taxes  is 
nearly  three  times  as  great  upon  the  non-manufacturing  group  as 
upon  the  manufacturing  group,  while  the  total  tax  burden,  includ- 
ing federal,  state,  and  local  taxes,  is  50  per  cent  greater  upon  the 
non-manufacturing  group. 

The  figures  which  I  have  just  quoted  are  based  upon  an  analysis 
of  the  returns  of  4,555  Pennsylvania  corporations,  or  about  one- 
tliird  of  the  total  number  which  will  be  included  in  the  final  survey 
when  it  is  completed.  Owing  to  the  size  of  the  corporations  now 
analyzed  and  the  care  with  which  the  present  one-third  has  been 
drawn  at  random,  it  is  not  likely  that  the  remaining  two-thirds, 
when  available,  will  greatly  change  the  ratios  and  general  results 
now  presented. 

In  my  judgment  great  improvement  would  result  in  subjecting 
the  business  organizations  of  the  state  to  a  flat-rate  tax  based  upon 
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Motor  License  Fees 

The  largest  single  source  of  revenue  for  the  state  is  the  motor 
license  fees,  which  in  contrast  with  other  important  state  contribu- 
tions are  not  collected  by  the  Auditor  General  but  by  the  Depart- 
ment of  Highways,  are  paid  into  the  Treasury  Department,  with 
the  limitation  of  course  that  the  entire  proceeds  shall  be  used  for 
highway  purposes.  The  motor  registration  fees  for  the  fiscal  year 
1924-25'  amounted  to  $21,169,663  and  $23,320,119  for  the  vear 
1925-26. 

In  connection  with  these  demands  from  the  owners  of  motor 
vehicles  we  may  raise  certain  questions  which  in  my  judgment  are 
pertinent  and  therefore  warrant  serious  consideration.  Among 
these  mention  may  be  made  of  the  following:  (1)  Should  so  large 
an  amount  of  revenue  be  placed  at  the  disposal  of  the  Highway 
Department  and  not  be  subject  to  specific  legislative  appropria- 
tions? (2)  Should  the  cities  share  in  the  division  of  the  proceeds 
in  so  far  as  the  state  highways  are  within  city  limits?  (3)  Are 
the  heavy  trucks  paying  their  share  toward  the  construction  and 
upkeep  of  the  roads  when  the  heavy  damage  they  do  is  taken  into 
account?  (4)  Should  not  the  fees  on  the  very  heavy  trucks  be 
raised  so  high  as  will  virtually  drive  them  from  the  roads?  (5) 
Would  it  be  wise  to  increase  substantially  the  fee  for  the  higher 
priced,  higher  powered  cars?  (6)  Finally,  would  it  not  be  more 
equitable,  except  in  the  case  of  the  heavy  motor  trucks,  to  reduce 
the  license  fees  to  a  nominal  sum  and  rely  more  upon  the  fuels  tax 
for  revenue  from  this  class  of  taxables  ? 

At  the  present  time  the  tax  on  liquid  fuels  is  two  cents  per 
gallon,  one-half  of  which  is  known  as  an  emergency  state  tax  which 
expires  June  30,  1927.  One-fourth  of  the  proceeds  of  this  tax  shall 
be  paid  to  the  county  where  collected,  to  be  used  for  highway  pur- 
poses, and  the  remaining  three-fourths  shall  be  paid  into  the  State 
Treasury  and  specifically  appropriated  to  the  Highway  Department. 
The  state's  share  of  this  tax  in  the  fiscal  year  1924-25  was  $7,058,478 
and  for  the  following  year  it  amounted  to  $8,080,625. 

Transfer  Inheritance  Tax 
As  is  well  known,  Pennsylvania  enjoys  the  distinction  of  being 
the  first  American  state  to  impose  a  tax  on  inheritances,  having 
levied  under  the  law  of  1826  a  tax  of  2J^  per  cent  upon  estates 
going  to  collateral  heirs.  This  movement  soon  spread  to  other 
states  and  is  today  found  in  all  but  three  of  our  commonwealths. 
A  law  of  1887  taxing  direct  inheritance  and  providing  for  an 
exemption  of  $5,000  was  declared  unconstitutional,  but  another  law 
in  1917  fixing  a  levy  of  2  per  cent  upon  direct  inheritance,  without 
any  exemption,  stood  the  constitutional  test.  Today  Pennsylvania 
imposes  a  tax  of  2  per  cent  on  direct  and  10  per  cent  on  collateral 
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inheritances.     For  the  fiscal  year  1924-25  the  total  yield  was  $12, 
757,713  and  for  1925-26  it  was  $14,070,597. 

These  taxes  are  collected  by  the  registers  of  wills  in  each  county 
and  the  proceeds  are  paid  into  the  State  Treasury.  The  value  of 
the  estate  subject  to  the  tax  is. fixed  by  appraisers  appointed  by 
the  register  of  wills,  receiving  for  their  work  eight  dollars  per  day 
plus  necessary  traveling  expenses,  while  the  registers  of  wills  are 
paid  on  a  per  centum  basis  ranging  from  5  per  cent  of  the  tax  up 
to  $50,000  down  to  one-fourth  of  1  per  cent  of  the  amounts  col- 
lected in  excess  of  $1,000,000. 

The  inheritance  tax  gave  rise  to  much  comment  before  the  Penn- 
sylvania Tax  Commission.  I  need  not  remind  you  that  it  has  been 
one  of  the  major  problems  with  which  this  Association  has  grappled, 
and  it  bids  fair  to  continue  to  command  a  prominent  place  among 
the  questions  which  merit  the  calm  consideration  and  deliberate 
judgment  of  the  tax  experts.  That  it  is  one  of  the  best  taxes  is 
agreed  by  the  great  majority  of  students  of  Public  Finance.  With 
this  opinion  I  am  in  hearty  accord,  though  I  am  not  unmindful  of 
its  many  shortcomings,  when  the  varying  practices  of  such  a  multi- 
plicity of  jurisdictions  are  taken  into  account.  Especially  annoying 
are  the  difficulties  arising  out  of  the  too  general  practice  of  taxing 
the  personal  property  of  non-resident  decedents. 

With  the  end  in  view  of  eliminating  these  difficulties  if  possible, 
the  Pennsylvania  Tax  Commission  at  the  suggestion  of  its  chair- 
man, Franklin  Spencer  Edmonds,  invited  representatives  from 
Massachusetts,  New  York,  ]\Iaryland  and  Kentucky  to  meet  with  it 
at  Harrisburg  to  discuss  some  mode  of  procedure.  Out  of  this 
conference  emerged  a  resolution  calling  for  the  exemption  of  the 
personal  property  of  a  non-resident  decedent  if  a  like  exemption  is 
made  by  the  state  or  country  of  the  decedent's  residence  in  favor 
of  the  residents  of  the  state  extending  such  immunity.  Such  recip- 
rocal legislation  has  since  been  made  in  New  York,  Massachusetts, 
Connecticut  and  Pennsylvania.  Legislation  looking  in  the  same 
direction  has  been  carried  through  in  New  Jersey,  Virginia  and 
New  Hampshire,  while  Rhode  Island,  Georgia,  Vermont  and  Mis- 
sissippi impose  no  taxes  whatever  on  the  personal  property  of  non- 
resident decedents.  Florida,  Nevada  and  Alabama  impose  no  in- 
heritance taxes  whatever. 

The  outlook  for  the  extension  of  this  reciprocal  legislation  is 
promising,  thus  bidding  fair  to  remove  one  of  the  great  obstacles 
in  this  field  of  taxation. 

It  is  my  honest  and  mature  conviction  that  the  income  of  the 
state  from  the  inheritance  tax  could  be  very  substantially  increased 
if  there  were  more  adequate  central  supervision  of  the  appraise- 
ment of  estates  and  of  the  levy  and  collection  of  the  tax.  Further- 
more, Pennsylvania  is  in  my  judgment  handicapped  by  her  consti- 
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tutional  provision  that  neither  permits  exemptions  of  small  estates 
nor  portions  of  large  estates,  and  still  more  objectionable  is  that 
provision  which  closes  the  door  to  that  principle  which  I  believe  to 
be  soundly  in  accord  with  the  safest  tenets  of  democracy  and  justice 
in  taxation — the  progressive  inheritance  tax. 

Gross  Receipts  Tax 

Another  tax  occupying  a  prominent  place  in  the  state's  fiscal 
system  is  the  corporation  gross  receipts  levy  of  eight  mills  on  the 
dollar,  which  applies  particularly  to  the  public  utilities.  The  im- 
position of  this  tax  dates  back  to  1866,  though  not  until  1925  was 
the  law  so  amended  in  accordance  with  the  recommendation  of  the 
Tax  Commission  so  as  to  provide  for  the  levy  of  the  tax  on  the 
gross  receipts  from  the  sale  of  electricity  by  water  power  and 
hydro-electric  companies,  and  also  upon  the  receipts  from  freight 
and  oil  transportation.  A  recent  court  decision  renders  the  receipts 
of  motor-bus  transportation  companies  also  subject  to  the  tax. 

In  commenting  on  this  tax  the  question  may  well  be  raised  as  to 
whether  gross  receipts,  with  no  regard  for  the  amount  or  lack  of 
net  earnings,  furnish  an  equitable  basis  for  taxation.  Truly  net 
earnings  furnish  the  fairest  and  most  accurate  measure  of  ability 
to  pay,  while  gross  earnings  have  the  advantage  of  certainty  and 
simplicit>%  though  today  information  regarding  net  earnings  is  gen- 
erally available. 

But,  as  was  so  forcibly  pointed  out  by  the  Special  Joint  Com- 
mittee on  Taxation  and  Retrenchment  for  New  York  in  its  Report 
of  1922,  "  The  decision  between  the  two  bases  really  rests  upon  a 
more  fundamental  question  as  to  the  theory  of  the  corporation  tax. 
Is  the  obligation  to  contribute  to  the  support  of  the  state  to  be 
limited  to  those  corporations  that  make  a  profit?  If  so,  the  net 
earnings  tax  is  indicated.  On  the  other  hand  if  it  is  intended  that 
the  corporations  shall  contribute,  whether  they  make  profits  or  not ; 
if  taxes  are  to  be  regarded  as  one  of  the  necessary  costs  of  busi- 
ness, the  gross  receipts  tax  is  the  proper  method.  Obviously  the 
government  must  function  in  years  when  business  is  poor  as  well 
as  in  years  of  prosperity.  If  certain  sources  of  revenue  decline  or 
fail,  other  sources  must  make  good  the  loss." 

After  an  exhaustive  study  the  New  York  Commission  came  to 
the  conclusion  that  though  the  ideal  tax  program  for  this  class  of 
industries  should  include  a  levy  on  real  estate  and  on  net  earnings, 
there  should  as  an  immediate  program  for  New  York  be  levied  a 
tax  based  both  on  gross  and  net  earnings.  In  other  words,  there 
should  be  a  varying  rate  on  gross  earnings,  the  variation  depending 
upon  the  relationship  of  net  to  gross.  Such  a  plan,  I  believe,  merits 
careful  consideration. 
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Bank  Taxation 

Private  banks,  in  addition  to  a  license  fee  for  the  privilege  of 
conducting  business,  are  taxed  at  the  rate  of  one  per  cent  of  their 
gross  receipts.  This  tax  is  of  little  significance  from  the  revenue 
point  of  view  since  the  yield  is  usually  somewhat  less  than  $50,000 
a  year.  The  narrow  interpretation  placed  upon  "  gross  receipts  " 
with  its  insignificant  yield  renders  this  but  little  short  of  the  ridic- 
ulous. 

Trust  companies  are  required  to  pay  a  tax  of  five  mills  on  the 
dollar  of  the  book  value  of  their  shares  of  stock,  which  is  ascer- 
tained by  adding  together  so  much  of  the  paid-in  capital,  surplus 
and  undivided  profits  as  is  not  invested  in  shares  of  stock  of  cor- 
porations liable  to  pay  the  capital  stock  tax.  From  this  source 
around  $800,000  are  annually  secured. 

Other  banks  and  savings  institutions  having  capital  stock,  incor- 
porated under  the  laws  of  Pennsylvania  or  under  any  law  of  the 
United  States  and  located  in  the  state,  are  assessed  at  the  same  rate 
as  that  imposed  on  other  moneyed  capital  in  the  hands  of  individual 
citizens  of  the  state;  that  is  to  say,  at  the  rate  of  four  mills  on  the 
dollar  of  actual  value  of  each  share  of  stock,  to  be  ascertained  by 
adding  together  the  amount  of  capital  stock  paid  in,  the  surplus 
and  undivided  profits,  and  dividing  this  amount  by  the  number  of 
shares.  This  tax  may  be  paid  by  the  bank  or  collected  by  the  bank 
from  the  stockholders. 

Prior  to  1925,  however,  over  the  period  extending  from  1897 
these  banking  institutions  enjoyed  the  option  of  paying  either  a 
four-mill  tax  on  the  market  value  or  a  ten-mill  tax  on  the  par  value 
of  the  stock.  Such  a  practice  was  obviously  inequitable  and  dis- 
criminatory in  favor  of  strong  banks  against  the  weaker,  for  no 
bank  would  elect  to  pay  the  ten-mill  tax  until  its  capital,  surplus 
and  undivided  profits  were  equal  to  two  and  one-half  times  its 
capital  stock. 

Though  the  inequality  of  this  optional  payment  was  frequently 
brought  to  the  attention  of  the  lawmakers,  and  even  though  no 
logical  reason  could  be  presented  for  the  practice,  it  was  permitted 
to  prevail  for  almost  three  decades.  Even  more  surprising  is  this 
when  we  note  that  cold  facts  had  been  presented  from  time  to  time 
showing  the  injustice  worked.  Thus,  Auditor  General  Lewis  in 
1922  cited  an  institution  having  issued  stock  to  the  amount  of 
$100,000,  with  undivided  profits  of  $109,209  and  a  surplus  of 
$1,400,000,  which  on  the  ten-mills  basis  paid  $1,000,  whereas  if  it 
had  paid  on  the  four-mills  basis  it  would  have  contributed  $6,436.84. 
At  the  same  time  a  smaller  institution,  with  a  capital  of  $125,000, 
undivided  profits  of  $25,100  and  a  surplus  of  $100,000,  could  not 
avail  itself  of  the  ten-mills  option  and  so  was  required  to  contribute 
$1,000  the  same  as  the  much  stronger  institution. 
4 
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It  was  brought  to  the  attention  of  our  Tax  Commission  that  442 
banks  paid  the  ten-mills  tax  with  an  average  of  2.7  mills  and  a 
variation  as  between  banks  ranging  from  one-half  to  five  mills. 
These  442  banks  contributed  $634,725,  whereas  if  payment  had  been 
on  the  four-mills  basis  the  yield  would  have  been  $949,903.  In  the 
light  of  such  facts  the  commission  found  no  hesitancy  in  adding  its 
support  in  favor  of  the  previously  inaugurated  movement  calling 
for  the  elimination  of  the  option,  with  the  result  that  success  was 
achieved,  thereby  establishing  equality  as  between  banks  and  in- 
creasing the  revenues  from  this  source  by  from  three  hundred 
thousand  to  four  hundred  thousand  dollars  per  annum.  One  with 
any  sense  of  justice  can  hardly  comprehend  how  such  a  statute 
could  live  so  long  in  any  modern  state.  For  the  fiscal  year  1924-25 
the  bank  stock  tax  yielded  $1,561,865  and  for  1925-26  the  yield 
was  $1,978,599. 

The  limits  of  this  paper  will  not  permit  me  to  consider  at  any 
length  other  taxes  levied  in  Pennsylvania.  I  shall  have  to  be  con- 
tent, therefore,  with  but  a  mere  enumeration  of  the  more  important 
remaining  levies.  Among  these  there  is  the  eight-mills  tax  on  the 
gross  premiums  received  from  business  done  within  the  state  by 
domestic  insurance  companies,  and  a  two  per  cent  levy  on  the  gross 
receipts  of  foreign  companies.  The  former  of  these  pay  the  capital 
stock  tax  while  the  latter  do  not.  Then  there  is  the  mercantile 
license  tax  of  one  mill  on  the  dollar  of  the  whole  volume  gross 
business  of  retailers  and  one-half  mill  on  that  of  wholesalers. 
These  levies  are  in  addition  to  small  annual  license  fees.  The  yield 
for  the  fiscal  year  1924-25  were  $2,742,204  from  retailers  and 
$839,335  from  wholesalers.  In  1925-26  the  corresponding  yields 
were  $2,730,022  and  $813,782. 

The  retention  of  these  levies  on  wholesalers  and  retailers  adds 
decidedly  to  the  need  for  more  strict  and  effective  central  super- 
vision if  the  maximum  yield  from  this  source  is  to  be  secured. 
Other  levies  are,  (1)  a  tax  of  IK'  per  cent  on  the  value  of  anthra- 
cite coal  prepared  for  market,  yielding  $6,741,761  in  1923-24, 
$3,952,508  in  1924-25,  and  $6,006^944  in  1925-26;  (2)  the  stock 
transfer  tax  of  two  cents  on  each  one  hundred  dollars  face  value ; 
(3)  the  corporation  bonus  on  charters  of  one-third  of  one  per  cent 
on  the  authorized  capital  yielding  in  1924-25  $1,703,965,  and  in 
1925-26  $1,922,543;  (4)  a  tax  of  four  mills  on  the  matured  stock 
of  building  and  loan  associations;  (5)  and  finally  a  three  per  cent 
net  earnings  tax  as  a  drag-net  to  cover  all  such  corporations  as 
might  otherwise  escape,  yielding  annually  a  little  more  than  one 
hundred  thousand  dollars. 

The  course  of  this  paper  has  in  some  degree  revealed  the  enor- 
mity of  the  tax  problems  in  this  state.  There  are  engaged  in  tax 
work  in  the  Commonwealth  some  3600  assessors  and  2700  tax  col- 
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lectors  in  the  5781  taxing  districts,  collecting  annually  in  the  neigh- 
borhood of  $125,000,000  for  the  state  and  about  $300,000,000  for 
local  purposes.  So  far  as  the  state  taxes  are  concerned,  as  observed 
above,  the  task  of  assessing  and  collecting  is  for  the  most  part 
lodged  in  the  hands  of  the  Auditor  General,  while  in  the  case  of 
other  levies  a  full  measure  of  local  autonomy  prevails.  Heavy, 
therefore,  is  the  burden  imposed  upon  the  Auditor  General's  De- 
partment. I  am  informed  that  of  195  persons  employed  in  this 
department,  approximately  120  are  engaged  strictly  in  tax  work, 
commanding  for  their  services  about  $250,000  annually.  In  addi- 
tion to  this  amount,  perhaps  about  $15,000  of  the  general  adminis- 
trative expenses  of  the  department  should  be  assigned  to  tax  work, 
thus  making  a  total  budget  for  this  purpose  of  about  $270,000  a 
year.  The  amount  of  taxes  assessed  and  collected  in  the  depart- 
ment is  about  $75,000,000  per  annum. 

The  greatness  of  the  State  of  Pennsylvania,  and  the  enormous 
amounts  annually  assessed  and  collected,  with  the  many  perplexing 
problems  connected  therewith,  point  logically,  in  my  judgment,  to 
the  need  of  a  permanent  State  Tax  Commission.  I  desire  there- 
fore to  take  this  opportunity  to  record  myself  in  favor  of  the  crea- 
tion of  such  a  commission,  to  be  composed  of  men  who  shall  be 
equipped  for  such  exacting  work  by  special  training  and  practical 
skill  and  with  the  moral  courage  to  administer  the  tax  laws  with 
an  impartial  and  fearless  hand,  with  special  favor  neither  to  indi- 
vidual nor  corporation  but  with  both  thought  and  action  always 
centered  on  justice.  I  believe  that  Pennsylvania  should  insist  less 
on  political  liberty  and  local  autonomy,  and  should  center  her  atten- 
tion more  on  the  need  for  the  highest  administrative  efficiency,  and 
therefore  swing  into  line  with  the  strong  onward  sweeping  current 
in  the  many  states  that  now  enjoy  expert  central  administration  and 
supervision  of  their  tax  laws. 

I  believe  that  such  a  commission  for  this  commonwealth  clothed 
with  adequate  authority  would  not  only  succeed  in  greatly  increas- 
ing the  revenues  of  the  state,  but  would  also  establish  greater 
equality,  create  a  more  wholesome  regard  for  law,  collect  gradually 
a  body  of  much-needed  statistics,  lead  to  greater  economy  and  effi- 
ciency; inspire  the  confidence  of  both  voter  and  legislator,  and  go 
far  in  directing  public  opinion  into  the  right  channels. 

These  observations  can  be  made  without  casting  the  slightest 
reflection  upon  the  present  Auditor  General  or  his  immediate  prede- 
cessors, who  have  been  high-grade  men  who  have  commanded  the 
respect  and  confidence  of  the  people.  Notwithstanding  the  high 
quality  of  the  men  serving  the  state  in  this  capacity,  I  believe  that 
the  department  in  question  should  be  a  purely  auditing  department 
in  the  hands  of  auditing  experts,  and  that  tax  assessment  and  col- 
lection should  be  in  the  hands  of  tax  experts.     Thus  we  would  be 
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acting  in  accord  with  the  time-tested  fundamental  economic  prin- 
ciple of  the  division  of  labor,  so  essential  in  the  many  complexities 
of  modern  life. 

In  closing,  I  feel  that  I  cannot  do  better  than  to  remind  you,  my 
hearers,  whether  citizens  of  Pennsylvania  or  of  some  other  state  of 
our  great  Republic,  that  all  power  in  connection  with  taxation,  as 
well  as  with  all  other  matters,  resides  in  the  people  and  that  what- 
ever power  any  agency  of  the  government  enjoys  and  exercises  is 
power  derived  from  or  granted  by  the  people.  Thus  we  have  in 
our  own  state  constitution  the  significant  words,  "  all  power  is  in- 
herent in  the  people  and  all  free  governments  are  founded  on  this 
authority  and  instituted  for  their  peace,  safety  and  happiness." 
Hence  the  responsibility  for  both  that  which  is  good  and  that  which 
is  poor  in  our  tax  systems  rests  in  the  last  analysis  squarely  on  the 
people.  It  is  therefore  our  high  duty  and  privilege  as  well  to 
recognize  and  to  meet  this  responsibility  with  courage  and  deter- 
mination. 

Chairman  Vaughan  :  I  know  we  are  all  very  much  gratified 
with  the  thorough  and  exhaustive  paper  that  Professor  McKay  has 
read,  and  the  one  regret  is  that  he  had  to  leave  part  of  it  out.  It  is 
some  satisfaction,  however,  to  realize  that  the  paper  unexpurgated, 
complete  and  undiminished,  will  be  in  our  printed  proceedings, 
where  we  can  have  the  benefit  of  it  for  permanent  use. 

Again  I  want  to  call  the  attention  of  the  association  to  the  im- 
portance of  the  observation  of  our  rules.  You  have  placed  me  here 
as  your  presiding  officer,  and  I  shall  do  what  I  can  to  enforce  the 
rules,  and  I  hope  to  have  your  cooperation. 

Now,  those  who  have  formal  papers  have  an  idea  of  how  long  it 
will  take  for  your  paper.  If  it  takes  longer  than  twenty  minutes 
to  read  the  paper,  condense  it  so  as  not  to  occupy  a  longer  time,  if 
possible.  It  is  all  in  your  hands,  however,  and  I  am  glad  to  know 
we  did  extend  the  time  of  Professor  McKay,  but  we  cannot  follow 
that  all  the  way  through  and  get  our  program  in.  For  my  part  I 
am  anxious  to  see  participation  in  the  discussions.  Some  papers 
will  call  for  more  responsive  discussion  than  others,  but  we  want 
the  opportunity  for  discussion.  The  scheme  is  to  have  a  paper  of 
twenty  minutes'  duration,  and  then  discussion  limited  to  any  one 
speaker  of  seven  minutes.  If  there  is  very  much  discussion  it  will 
take  up  a  good  deal  of  time.  Let  us  cooperate  and  get  the  most  we 
can  out  of  these  conferences  in  that  way,  by  sympathetic  considera- 
tion of  the  necessities  of  the  case. 

I  want  to  repeat  that  the  convention  photograph  is  to  be  taken 
tomorrow  in  the  Exposition  Grounds  in  front  of  the  Pennsylvania 
Building,  and  I  hope  we  will  all  take  advantage  of  the  motor-bus 
tour  that  the  hospitality  committee  is  to  give  us  tomorrow  morning, 
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to  begin  at  9 :  30,  and  also  the  importance  of  registering  for  that 
trip  and  for  the  other  trip,  and  also  for  general  registration.  If 
there  are  any  here  who  have  not  yet  registered,  please  do  so. 

I  am  informed  by  your  secretary  that  the  registrations  have  already 
exceeded  300.  We  have  nearly  100  ladies,  which  is  more  than 
have  ever  been  in  attendance  before,  and  we  have  41  states  and  3 
provinces  represented  already,  and  I  think  that  is  an  unparalleled 
record  for  the  first  day. 

I  believe  there  are  no  other  special  announcements  at  this  time. 
We  shall  now  be  favored  by  the  next  prepared  address  for  the 
evening,  on  the  subject  of  "Taxation  of  Corporations  for  State 
Purposes."  This  will  be  presented  by  J.  Lord  Rigby,  Deputy  Audi- 
tor General  of  Pennsylvania — Mr.  Rigby. 

J.  Lord  Rigby  (Pennsylvania)  :  Mr.  President,  and  Ladies  and 
Gentlemen :  Your  admonition  has  not  fallen  on  barren  ears.  I  hope 
the  officers  and  members  of  the  tax  conference  realize  that  the  very 
comprehensive  subject  that  has  been  assigned  to  me  by  the  great 
Poobah  of  the  association  is  one  that  would  be  very  difficult  to  in- 
telligently present  in  anything  Hke  twenty  minutes.  I  was  very 
greatly  interested  by  the  amazing  arrangement  of  figures  that  Dr. 
McKay  presented,  and  in  fact  he  had  my  attention  so  occupied  and 
I  was  so  engrossed  that  for  a  moment  I  feared  I  had  forgotten 
my  text. 

I  was  not  like  the  little  fellow,  little  Johnny  Jones,  who  on  his 
return  from  church  in  the  morning  was  questioned  by  his  father  as 
to  whether  he  had  actually  stayed  for  church  after  Sunday  school, 
and  Johnny  assured  his  father  that  he  had.  He  said  he  went  right 
from  Sunday  school  to  church.  "  Now,"  the  father  said,  "  if  you 
went  to  church,  what  was  the  text?"  and  Johnny,  after  some  stam- 
mering and  stumbling,  said,  "  The  text  was :  '  Don't  be  worried, 
you  will  get  your  quilt  back.'  "  "  Now,"  the  father  said,  "  that  is 
evidence  you  were  not  at  church,"  and  he  called  Parson  Jones  up, 
but  the  parson  said  Johnny  was  at  church.  He  said  the  text  was, 
"  Be  not  concerned,  your  comforter  will  return." 

I  tried  not  to  forget  my  text,  but  it  is  such  an  all-absorbing  one, 
so  far  as  the  department  with  which  I  am  identified  is  concerned, 
and  covers  such  a  vast  field  of  legislation  and  of  judicial  decisions, 
that  it  would  be  impossible  for  me  to  give  you  any  accurate  or 
definite  idea  of  the  workings  or  operations  of  the  law  in  twenty 
minutes. 

But,  the  general  proposition  of  taxation  does  interest  us;  there 
is  no  question  about  that;  and  there  is  probably  no  subject  that 
American  people  are  giving  so  much  thought  and  attention  to  today. 
My  paper,  necessarily,  must  deal  with  a  rather  dry  arrangement  of 
laws  and  statistics,  in  order  to  give  our  good  friends  from  the  other 
states  some  accurate  idea  of  the  method  applied  in  Pennsylvania, 
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in  relieving  the  pockets  of  the  corporations  from  this  element  of 
tax.  I  have  digressed  a  little  from  my  paper  here  because  I  feel 
that  our  attention,  just  as  Dr.  McKay  has  said,  should  always  be 
directed  to  the  question  of  taxation. 

TAXATION  OF  CORPORATIONS  FOR  STATE  PURPOSES 
IN  PENNSYLVANIA 

J.  LORD  RIGBY 
Deputy  Auditor  General  of  Pennsylvania 

Gentlemen  and  members  of  the  National  Tax  Association,  I  want 
to  assure  you  that  I  appreciate  this  opportunity  of  attending  the 
Nineteenth  Annual  Conference  and  was  really  pleased  when  our 
treasurer,  Mr.  Holcomb,  notified  me  that  he  had  placed  me  on  the 
program  for  an  address  at  this  evening  session. 

It  is  more  than  likely  that  there  is  no  subject  that  is  occupying 
the  public  mind  today  to  the  same  extent  as  is  the  matter  of  taxa- 
tion. Everybody  pays  taxes.  From  two  things  in  human  existence 
it  is  said  there  is  no  escape — death  and  taxes.  But  death  can  be 
deferred  by  intelligent  living,  and  the  pressure  of  taxes  mitigated 
by  sound  public  administration.  Both  these  objects  are  worth 
striving  to  attain. 

Most  Americans  are  so  much  relieved  by  recent  reductions  of 
federal  taxes  that  they  are  not  adequately  aware  of  the  remorseless 
increase  in  the  exactions  nearer  home.  Much  more  than  the  saving 
made  at  the  Washington  spigot  is  flowing  away  through  the  bung- 
hole  of  state  and  local  government  expenditures. 

Directly  or  indirectly,  everybody  in  the  United  States  is  a  tax- 
payer. There  are  just  two  changes  that  can  be  made  in  taxes. 
They  can  be  raised  or  they  can  be  lowered.  No  result  of  the 
World  War  was  more  interesting  or  fraught  with  more  beneficial 
possibilities  than  its  ultimate  affect  on  taxation.  A  well-known 
authority  on  the  subject  has  stated  that  throughout  the  world,  or  at 
least  among  the  nations  engaged  in  the  World  War,  they  are  still 
busily  looking  for  new  sources  of  national  and  local  revenue — for 
something  new  to  tax.  At  the  same  time  the  taxpayer  is  very 
strenuously  opposing  further  levies  and  impositions.  Pretty  much 
everything  in  sight  in  the  way  of  existing  property  and  income  has 
been  already  taxed,  either  for  national,  state  or  local  purposes.  So 
the  attention  of  the  tax-gatherer  is  now  turned  to  taxation  of  what 
does  not  yet  exist,  toward  future  production  rather  than  past  thrift. 

The  question  of  taxation  today  is  the  great  issue  profoundly 
affecting  all  good  government,  and  most  of  all,  democratic  govern- 
ment. Under  a  democracy  no  single  factor  is  more  vital  to  vigor- 
ous and  prolonged  national  life  than  that  of  "Least  and  fairest 
taxation." 


TAXATION  OF  CORPORATIONS  IN  PENNSYLVANIA         55 

As  I  have  just  indicated,  the  enormous  tax  resulting  from  the 
World  War  is  still  holding  the  attention  of  all  nations,  to  the  ex- 
clusion of  most  every  other  question.  It  surely  is  the  psychological 
moment  for  this  association  and  the  people  of  our  country  to  study 
the  methods  of  making  levies  and  sources  of  revenue,  and  to  stand 
only  for  the  least  and  fairest  taxation  after  a  fair  consideration  of 
our  federal  and  state  needs. 

There  can  be  no  doubt  as  to  one  fact,  and  that  is  that  the  Amer- 
ican people  are  solidly  behind  any  practical  plan  to  cut  the  tax 
bills  of  the  nation,  states  and  municipalities. 

Alone  among  the  great  nations  of  the  world  this  country  came 
through  the  late  war  without  disorganizing  its  industries  and  with- 
out particularly  unsettling  its  government.  It  has,  however,  one 
great  problem  it  must  face  and  solve  before  it  can  safely  rest. 
That  problem  lies  in  increased  taxation  and  increased  public  debt 
which  today  stands  out  as  a  disturbing  menace  to  continued  growth 
and  progress. 

It  has  been  tersely  said  that  the  power  to  tax  is  the  power  to 
destroy,  and  the  almost  universal  demand  that  taxes  be  reduced 
instead  of  increased  is  proof  that  the  American  people  do  not  pro- 
pose that  the  government,  whether  federal  or  state  or  local,  shall 
destroy  the  prosperity  which  American  enterprise  has  created  and 
maintained. 

It  has  been  estimated  that  the  national  income  and  combined 
earnings  of  the  entire  country  amount  to  about  $58,000,000,000  a 
year,  and  out  of  this  the  American  people  are  required  to  con- 
tribute over  $7,000,000,000  annually  to  maintain  the  national,  state 
and  local  governments.  Out  of  every  $100  that  an  American  earns, 
he  must  pay  around  $12  to  various  forms  of  the  government  before 
he  can  buy  anything  for  himself  or  his  family. 

Among  the  big  business  centers  of  this  country  there  is,  I  am 
sure,  a  profound  and  well-defined  sentiment  for  continued  tax  re- 
duction. The  business  man  who  well  understands  the  full  import 
of  a  yearly  tax  bill  of  some  $7,000,000,000  recognizes  the  menace 
to  prosperity  which  these  immense  figures  represent.  They  must 
recognize  that  we  can  little  afford  to  further  mortgage  the  public 
credit;  that  the  states  cannot  indefinitely  increase  their  expendi- 
tures, and  that  the  federal  government  cannot  safely  do  other  than 
reduce  the  amount  of  its  annual  exactions  from  the  nation. 

History  is  one  long  record  of  hte  rise  and  fall  of  governments, 
in  which  last,  over-taxation  has  always  been  a  potent  factor.  In- 
dustry, commerce  and  the  creation  of  wealth  are  everywhere  spon- 
taneous, and  spring  up  first,  then  government  follows,  and  with  it 
taxation. 

The  cost  of  government  has  always  been,  always  will  be,  and 
always  should  be,  like  the  overhead  expense  in  any  productive  in- 
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dustry;  merely  a  protective  charge  upon  industry.  The  less  such  a 
charge  costs  the  people,  the  better  for  all  concerned.  Whenever 
taxation  grows  excessive  and  the  burden  becomes  unbearable  to  the 
people,  then  come  revolution  and  the  overthrow  of  government. 

Under  a  government  such  as  ours  I  again  beg  to  state,  no  single 
factor  is  more  vital  to  vigorous  and  prolonged  national  life  than 
that  of  "  Least  and  fairest  taxation." 

Taxation  must  always  be  equitable  and  just,  as  between  the 
people  taxed  or  proportionate  to  income  received.  It  should  be  so 
devised  as  to  not  be  arbitrary  or  subject  to  the  will  or  whim  of  the 
assessing  authority.  It  must  be  convenient  of  assessment  and  col- 
lection ;  it  must  be  economical,  and  not  costing  the  people  materially 
more  by  its  reaction  on  business,  trade  and  commerce  than  it  yields 
to  the  government  in  revenue. 

It  is  the  one  saving  grace  of  the  Great  War,  one  of  the  sweet 
uses  of  adversity,  which  may  well  be  borne  in  on  this  fortunate 
country  of  ours,  that  we  are  at  last  aware  of  what  taxation  means. 
May  we  never  close  our  eyes  to  it  again,  if  we  at  all  value  the 
integrity  of  our  system  of  representative  government.  It  is  my 
thought  that  taxation  should  be  laid  not  only  on  every  citizen  with- 
out exception,  but  should  almost  daily  be  thrust  upon  his  attention 
in  a  form  so  simple  and  comprehensive,  and  at  rates  so  plain  and 
so  easily  comparable  with  his  earnings  and  cost  of  living,  that  a 
rise  or  fall  in  public  expenditures  shall  as  instantly  be  recognized 
by  him  as  it  is  in  his  own  earnings,  salary  or  income.  I  would  have 
him  keenly  conscious  of  taxation  and  constantly  alive  to  the  re- 
sponsibility of  legislators  and  administrators  for  honest  conduct  of 
the  vast  business  of  the  people.  The  future  of  our  state  and  nation 
depends,  in  my  humble  judgment,  to  a  much  greater  extent  than 
most  of  us  realize  upon  a  gradual  reduction  in  our  expenditures, 
upon  a  strict  application  of  governmental  economy,  and  the  result- 
ing reduction  in  taxation.  We  all  need  to  give  more  attention  to 
government  and  to  hasten  a  realization  that  the  basis  or  foundation 
upon  which  all  nations  rest  is  taxation — an  equitable  adjustment  of 
the  minimum  expenses  of  government  among  all  the  people. 

A  recent  editorial  writer  stated  in  one  of  our  papers:  "Penn- 
sylvania has  held  consistently  to  a  traditional  tax  policy.  She  is 
developing  industry  by  refraining  from  imposing  "burdens  of  taxa- 
tion upon  the  capital  stock  of  manufacturing  corporations.  Such 
corporations  have  thus  been  encouraged  to  come  into  Pennsylvania. 
The  result  is,  that  the  state  holds  first  rank  among  the  industrial 
and  manufacturing  centers  of  the  country." 

Your  treasurer  assigned  to  me  as  a  subject  "  Taxation  of  Cor- 
porations for  State  Purposes,"  and  I  fear  that  in  my  introductory 
remarks  I  may  have  generalized  too  much  and  have  strayed  some- 
what from  the  subject. 
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As  a  fact,  the  Commonwealth  of  Pennsylvania  collects  its  income 
or  revenue  very  largely  by  means  of  taxes  levied  upon  and  paid  by 
corporations,  and  as  indicated  in  the  quotation  I  have  given  you 
above,  has  seen,  in  its  wisdom,  to  exempt  the  capital  stock  of 
manufacturing  corporations  from  the  levy. 

Under  the  head  of  Capital  Stock  Tax,  the  Commonwealth,  under 
an  Act  of  Assembly  passed  June  1,  1889,  and  its  amendments,  im- 
posed on  every  corporation,  joint-stock  association,  limited  part- 
nership, and  company  whatsoever  a  tax  at  the  rate  of  five  mills 
upon  each  dollar  of  the  actual  value  of  its  whole  capital  stock  of 
all  kinds,  including  common,  special  and  preferred.  The  act  pro- 
vides that  the  value  of  the  capital  stock  shall  be  determined  by  the 
fiscal  officers  of  the  commonwealth,  by  the  consideration  of  the 
sale  prices  of  the  stock,  net  income  indicated,  and  by  a  fair  con- 
sideration of  the  value  of  the  assets  of  the  corporation,  less  its 
liabilities,  and  the  general  results  of  the  operation  of  the  business. 
The  corporations  are  required  to  make  their  reports  as  of  the  cal- 
endar year,  but  under  more  recent  legislation  are  permitted  to  file 
their  reports  as  of  a  fiscal  year  upon  their  making  application  to 
the  Auditor  General  and  securing  from  him  the  permission  so  to 
do.  It  might  be  interesting  to  state  that  the  tax  from  this  source 
for  the  year  ending  June  1,  1926,  amounted  to  $19,110,001. 

The  state  also  imposes  a  tax  on  all  script,  bonds,  certificates  and 
evidences  of  indebtedness  issued  by,  assumed,  or  on  which  interest 
shall  be  paid,  by  any  and  every  private  corporation  incorporated 
under  the  laws  of  this  commonwealth  or  the  laws  of  any  other  state 
or  of  the  United  States  and  doing  business  in  the  commonwealth. 
The  Act  of  Assembly  of  July  21,  1919,  with  its  amendments,  covers 
this  subject  and  imposes  a  tax  at  the  rate  of  four  mills  on  each 
dollar  of  the  nominal  value  of  the  indebtedness  taxable.  This  tax 
as  a  matter  of  fact  while  classified  under  the  head  of  a  corporate 
tax  is  a  tax  on  the  individual  holders  of  the  obligations,  if  found 
in  taxable  hands,  and  the  law  constitutes  the  treasurer  of  the  ac- 
counting corporation  the  agent  of  the  commonwealth,  for  the  pur-' 
poses  of  collection,  and  only  makes  the  corporation  liable  for  the 
tax,  in  the  event  the  treasurer  fails  to  perform  his  dutv^  For  the 
collection  the  treasurer  is  allowed  a  commission.  From  this  source 
the  commonwealth  collected  in  the  year  ending  June  1,  1926,  the 
sum  of  $4,364,865. 

Corporations  also  pay  to  the  State  of  Pennsylvania  a  gross  re- 
ceipts tax.  This  tax  is  imposed  under  an  Act  of  June  1,  1889,  and 
its  supplements,  and  provides  that  "  Every  railroad  company,  pipe- 
line company,  conduit  company,  steamboat  company,  canal  com- 
pany, slack  water  navigation  company,  transportation  company, 
street  passenger  railway  company,  and  every  other  company,  joint- 
stock  association  or  limited  partnership,   now  or  hereafter  incor- 
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porated  or  organized  by  or  under  any  law  of  this  Commonwealth, 
or  now  or  hereafter  organized  or  incorporated  by  any  other  State 
or  by  the  United  States  or  any  foreign  government,  and  doing 
business  in  this  Commonwealth,  and  owning,  operating  or  leasing 
to  or  from  another  corporation,  company,  association,  joint-stock 
association  or  limited  partnership,  any  railroad,  pipeline,  slack  water 
navigation,  street  passenger  railway,  canal  or  other  device  for  the 
transportation  of  freight  or  passengers  or  oil,  and  every  limited 
partnership,  firm,  joint-stock  association,  corporation,  or  company 
engaged  in  or  hereafter  engaged  in  the  transportation  of  freight  or 
oil  within  the  State,  and  every  telephone  or  telegraph  company  in- 
corporated under  the  laws  of  this  or  any  other  state  or  of  the 
United  States  and  doing  business  in  this  Commonwealth,  and  every 
express  company,  incorporated  or  unincorporated,  doing  business 
in  this  Commonwealth,  and  every  firm,  copartnership  or  joint-stock 
company  or  association  or  corporation  doing  express  business  in 
this  Commonwealth,  and  every  electric  light  company,  water-power 
company,  and  hydro-electric  company,  incorporated  or  unincor- 
porated, without  regard  as  to  how  such  companies  were  originally 
formed  or  incorporated,  and  every  palace  car  and  sleeping  car  com- 
pany, incorporated  or  unincorporated  doing  business  in  this  Com- 
monwealth, shall  pay  to  the  State  Treasurer  a  tax  of  eight  mills 
upon  the  dollar  upon  the  gross  receipts  of  said  corporation,  com- 
pany or  association,  limited  partnership,  firm  or  copartnership, 
received  from  passengers  and  freight  trafhc  transported  wholly 
within  this  State,  or  from  business  of  electric  light  companies, 
water-power  companies,  and  hydro-electric  companies,  and  from 
the  transportation  of  oil  done  wholly  within  the  State."  Under 
this  law  the  corporations  of  the  state  paid  in  the  same  vear 
$4,010,971. 

Under  an  Act  of  June  13,  1907,  and  its  amendments  a  tax  at  the 
rate  of  five  mills  is  also  imposed  upon  each  dollar  of  the  actual 
value  of  the  shares  of  stock  of  title  insurance  or  trust  companies. 
This  act  provides  that  the  value  of  the  shares  shall  be  fixed  by 
adding  together  the  amount  of  the  capital  stock  paid  in,  surplus 
and  the  undivided  profits,  and  dividing  this  amount  by  the  number 
of  shares. 

We  also  have  an  act  known  as  the  bank  stock  tax  act,  passed 
June  15,  1897,  imposing  a  tax  on  the  shares  of  banks  and  savings 
institutions  incorporated  by  or  under  the  law  of  the  commonwealth, 
or  any  law  of  the  United  States,  and  located  \vithin  the  common- 
wealth. This  act  permitted  an  election  to  pay  at  the  rate  of  four 
mills  on  book  value  of  the  stock,  or  ten  mills  on  the  par  value  of 
said  stock.  However,  an  amendment  passed  May  2,  1925,  struck 
out  the  ten-mills  option  and  made  the  rate  uniform.  This  source 
of  revenue  produced  in  the  same  year  above  referred  to  the  sum 
of  $1,978,599. 
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Under  an  Act  of  May  11,  1921,  the  commonwealth  also  levied  a 
tax  of  one  and  one-half  per  cent  upon  the  market  value  of  each 
and  every  ton  of  anthracite  coal  of  the  vi^eight  2240  adv.,  when 
prepared  for  market  and  provides  that  the  tax  shall  be  assessed  at 
the  time  when  said  coal  has  been  mined,  washed  or  screened  and  is 
ready  for  shipment  or  market.  This  in  result  is  a  corporation  tax, 
as,  with  very  few  exceptions,  the  mining  of  anthracite  coal  is 
conducted  by  corporations.  The  revenue  resulting  from  this  source 
in  the  year  ending  June  1,  1926,  amounted  to  $6,006,944. 

Another  source  of  revenue  is  the  bonus  imposed  upon  charters, 
or,  more  properly  speaking,  upon  the  capital  stock  of  corporations. 
This  bonus  is  a  charge  of  one-third  of  one  per  cent  upon  the 
amount  of  the  capital  stock  which  a  company  is  authorized  to  have 
and  a  like  bonus  on  any  subsequent  authorized  increase  thereof. 
An  Act  of  May  8,  1901,  imposes  what  is  known  as  the  bonus  tax 
upon  foreign  corporations  doing  business  in  Pennsylvania.  The 
rate  is  one-third  of  one  per  cent,  but  instead  of  being  levied  upon 
the  capital  stock  of  the  foreign  corporation,  it  is  based  upon  the 
amount  of  capital  actually  employed  or  to  be  employed  wholly 
within  the  State  of  Pennsylvania  by  the  foreign  corporation  and  a 
like  bonus  upon  each  subsequent  increase  of  capital  so  employed. 
The  courts  have  held  that  this  bonus  can  only  be  imposed  upon  the 
amount  of  tangible  property  which  the  foreigner  may  have  within 
the  commonwealth.  From  this  source  the  state  received  in  the 
period  above  referred  to  the  sum  of  $1,922,544. 

An  Act  of  June  1,  1889,  with  its  supplements  imposes  a  tax  upon 
the  gross  premiums  of  every  insurance  company,  association  or  ex- 
change incorporated  by  or  under  the  laws  of  this  commonwealth, 
excepting  mutual  companies  without  any  capital  stock.  This  tax 
is  at  the  rate  of  eight  mills  on  the  dollar  upon  the  gross  amount  of 
said  premiums,  premium  deposits,  and  assessments  received  from 
business  transacted  within  this  commonwealth,  and  in  the  year 
above  referred  to  resulted  in  an  income  to  the  commonwealth  of 
$261,803. 

An  Act  of  June  22,  1897,  also  imposes  a  tax  upon  the  matured 
stock  of  building  and  loan  associations.  The  rate  is  four  mills, 
being  the  same  rate  imposed  upon  corporate  loans,  and  from  this 
source  the  tax  collected  for  the  year  above  referred  to  was  $171,958. 

The  legislature  of  1923  passed  an  act  of  assembly  known  as  the 
emergency  profits  tax,  which  in  fact  was  a  tax  on  "the  net  income 
of  corporations.  It  was  limited,  however,  to  the  years  1923  and 
1924  and  expired  by  limitation.  During  the  year  referred  to  above, 
however,  the  commonwealth  collected  from  this  source  upon  re- 
ports covering  the  calendar  and  fiscal  years  of  corporations  re- 
quired to  report  in  1924  the  sum  of  $2,453,155. 

An  Act  of  June  4,  1915,  imposes  a  state  tax  of  two  cents  on 
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each  $100  of  the  face  value,  or  fraction  thereof,  upon  agreements 
to  sell,  sales,  deliveries  or  transfers  of  shares  or  certificates  of 
stock  in  any  domestic  or  foreign  corporation,  association  or  joint- 
stock  company,  exempting  however  stock  of  building  and  loan 
associations,  and  from  this  source  the  revenue  for  the  period  above 
indicated  was  $320,279. 

By  this  short  reference  to  the  several  forms  of  taxation  imposed 
upon  corporations  in  Pennsylvania  it  will  be  seen  that  a  very  con- 
siderable part  of  the  revenue  of  the  state  is  derived  from  the  cor- 
porations of  the  commonwealth,  and  it  may  be  interesting  to  state 
that  of  the  total  general  fund  receipts  for  the  biennium  ending 
May  31,  1923,  fifty-four  and  nine-tenths  per  cent  represented  cor- 
poration taxes.  These  laws  have,  we  feel,  been  wisely  administered; 
the  acts  have  all  been  carefully  interpreted  by  the  courts,  until  to- 
day the  assessing  and  collecting  of  the  taxes  has  developed  into  a 
system  that  seems  to  be  easily  applied,  and  to  meet  with  the  entire 
approval  of  the  taxpayer.  It  is  true  that  from  time  to  time  various 
differences  have  arisen  between  the  tax  authorities  and  the  tax- 
payer as  to  the  proper  and  correct  method  of  interpreting  and 
applying  the  acts,  but  all  these  differences  have  been  quickly  and 
easily  adjusted  by  our  courts  of  proper  jurisdiction. 

These  sources  of  revenue  are  but  some  of  those  through  which 
the  commonwealth  secures  its  income.  Pennsylvania  like  all  other 
states  has  been  making  very  rapid  and  material  progress  within 
recent  years.  In  fact,  its  business  has  grown  so  rapidly  that  it  has 
been  difficult  to  keep  pace  with  it  in  the  matter  of  revenue.  When 
I  state  that  between  the  years  1910  and  1922  a  period  of  but  twelve 
years,  the  state  annual  expenditure  increased  in  round  numbers 
from  $27,000,000  to  $94,000,000,  one  may  get  some  faint  idea  of 
the  progress  that  has  been  taking  place.  Vast  sums  have  been  re- 
quired to  be  spent  on  highways,  educational  and  welfare  work. 
If  these  increased  expenditures  are  to  go  on,  then  the  common- 
wealth realizes  that  it  must  have  some  additional  source  of  revenue 
or  income.  A  recent  legislature  created  a  commission  for  the  pur- 
pose of  making  a  careful  survey  of  this  question.  This  commission 
has  been  devoting  itself  assiduously  to  the  problem  for  the  last  four 
years,  and  will,  no  doubt,  make  a  very  exhaustive  report  to  the 
legislature  which  will  convene  in  January  next,  and  in  which,  in 
their  wisdom,  I  have  no  doubt  they  will  be  able  to  recommend  such 
additional  legislation  as  will  meet  the  state's  requirements. 

We  must  remember  that  unlike  many  of  the  states,  Pennsylvania 
collects  no  personal  property  tax.  It  is  true  that  we  did  impose 
such  a  tax  for  state  purposes  for  many  years,  but  by  an  act  of  the 
legislature,  passed  in  1913,  this  source  of  revenue  was  given  up, 
and  it  is  now  collected  by  and  for  the  use  of  the  cities,  boroughs 
and  townships. 
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The  commonwealth  early  found  the  revenues  and  properties  of 
the  great  corporations  which  had  come  into  our  state,  because  of 
available  coal,  ore,  labor  etc.,  a  fruitful  source  of  taxation  for  our 
needs.  Laws  have  been  enacted  imposing  taxation  on  these  cor- 
porations, as  I  have  above  indicated.  These  have  been  fairly  and 
equitably  applied,  with  due  regard  to  the  constitutional  inhibition 
as  to  uniformity,  and  with  a  well-defined  purpose  not  to  lay  upon 
these  corporations  which  have  brought  to  our  great  common- 
wealth such  vast  wealth  in  capital,  property  and  labor,  too  great  a 
burden,  but  as  a  fact  to  make  the  tax  levy  so  light  that  this  alone 
might  be  a  constant  invitation  to  the  great  industries  of  the  nation 
to  come  and  locate  among  us.  We  of  Pfennsylvania  feel  this  has 
not  been  without  result,  when  we  look  about  and  see  the  most 
wonderful  industrial  development  that  has  come  to  our  state. 

Thus  far  our  revenue  seems  to  have  been  fully  able  to  keep  pace 
with  our  increasing  expenditure,  and  it  has  been  only  within  the 
last  very  few  years  that  we  seem  to  be  much  in  need  of  a  greater 
revenue  than  our  present  sources  of  income  will  provide.  Whether 
the  coming  legislature  will  in  its  wisdom  turn  to  a  seeking  of  in- 
creased revenue  by  the  imposition  of  additional  taxes,  or  sensing 
the  temper  and  thought  of  the  people,  direct  its  attention  to  a  plan 
of  economy  and  retrenchment  in  state  expenditures,  none  can  tell. 

Chairman  Vaughan  :  I  want  to  request  those  who  participate 
in  the  program  with  prepared  papers  to  leave  the  manuscript  with 
the  secretary. 

The  committee  on  credentials  will  consist  of  R.  S.  Henderson  of 
Pennsylvania,  chairman,  John  Edgerton  of  Montana,  and  John  W. 
A.  Jeter  of  Louisiana,  J.  Vaughan  Gary  of  Virginia  as  alternate; 
also,  as  chairman  of  the  committee  on  resolutions,  the  entire  per- 
sonnel of  which  is  to  be  named  tomorrow.  Governor  Bliss,  former 
president  of  our  association,  from  Rhode  Island. 

The  next  number  on  the  program  of  this  evening  is  a  further 
discussion  of  the  problems  of  Pennsylvania.  I  think  you  will  see 
the  wisdom  of  devoting  one  session,  as  has  been  our  custom,  to  the 
mixed  problems  of  taxation  in  the  jurisdiction  in  which  we  hold 
the  meeting.  That  gives  an  opportunity  to  take  a  birdseye  view  of 
the  situation  which  has  already  been  presented  admirably  for  Penn- 
sylvania. The  other  discussions  throughout  the  sessions  are  usually 
upon  some  particular  form  of  taxation,  without  reference  to  how 
it  is  interwoven  with  other  forms  of  taxation,  so  we  have  both 
methods,  like  plowing  the  corn  both  ways. 

I  want  to  say  that  discussion  of  all  of  these  papers  will  be  in 
order  at  the  conclusion  of  the  next  paper,  which  is,  "  Needed  Re- 
forms in  Pennsylvania,"  by  Ernest  M.  Patterson  of  the  Wharton 
School,  University  of  Pennsylvania. 

Ernest  M.  Patterson  (Pennsylvania)  : 
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NEEDED  REFORMS  IN  PENNSYLVANIA 

ERNEST   M.   PATTERSON 
Wharton  School  of  Finance,  University  of  Pennsylvania 

At  the  twelfth  annual  conference  of  this  association,  held  at 
Chicago  in  June,  1919,  there  was  presented  an  unusually  valuable 
report.  It  set  forth  a  plan  for  a  model  system  of  state  and  local 
taxation  and  was  submitted  by  some  of  the  most  distinguished 
authorities  on  taxation  to  be  found  in  the  United  States.  Because 
of  its  merits  and  because  it  has  been  so  often  and  so  favorably 
quoted  since  that  time,  let  us  note  the  three  fundamental  principles 
set  forth  in  that  report  as  the  ones  upon  which  a  model  system  of 
state  and  local  taxation  should  be  based. 

Summarized,  they  are : 

1.  Every  person  having  taxable  ability  should  pay  some  sort  of 
a  direct  personal  tax  to  the  government  under  which  he 
receives  the  personal  benefits  that  government  confers. 

2.  Tangible  property,  by  whomsoever  owned,  should  be  taxed 
by  the  jurisdiction  in  which  it  is  located. 

3.  Business  carried  on  for  profit  in  any  locality  should  be  taxed 
for  the  benefit  it  receives. 

In  this  same  report  the  committee  set  forth  certain  conditions 
and  requirements  that  they  had  constantly  in  mind.  They  pointed 
out  that  a  proposed  system  must  yield  the  large  revenues  which  our 
state  and  local  governments  now  require ;  it  must  be  practicable 
from  an  administrative  standpoint;  it  must  be  adapted  to  a  federal 
form  of  government;  it  must  respect  existing  constitutional  limita- 
tions or  else  point  to  practicable  methods  of  constitutional  amend- 
ment; it  must  represent  as  nearly  as  possible  a  general  consensus 
of  opinion ;  and  it  must  not  propose  measures  wholly  foreign  to 
American  experience  and  contrary  to  the  ideas  of  the  American 
people. 

This  statement  of  conditions  and  requirements  to  be  observed 
and  of  principles  to  be  followed  is  both  clear  and  concise.  It  is 
advanced  enough  in  its  implications  to  satisfy  any  but  the  most 
impatient  of  radicals  and  yet  sufficiently  restrained  to  be  approved 
by  any  but  those  who  at  heart  want  no  improvement  at  all. 

This  paper  will  examine  the  situation  in  Pennsylvania  in  the 
light  of  this  report  and  also  with  the  aid  of  the  valuable  report  of 
the  Pennsylvania  Tax  Commission  of  1925.  A  few  conclusions 
reached  by  the  writer  from  a  study  made  in  1924  will  also  be  in- 
cluded. Attention  will  be  given  primarily  to  state  rather  than  to 
local  problems. 

It  is  hardly  to  be  expected  that  the  Pennsylvania  tax  system  (if 
system  is  the  correct  word)  should  be  able  to  withstand  all  criti- 
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cism.  As  pointed  out  by  the  State  Tax  Commission,  we  have  here 
"  a  series  of  taxing  laws  which  go  back,  in  some  cases,  to  the  early 
days  of  the  commonwealth."  Among  the  taxes  are  the  capital  stock 
tax,  dating  originally  from  1844;  the  corporation  bonus  on  char- 
ters, dating  originally  from  1849;  the  corporate  loans  tax  of  1885; 
the  gross  receipts  tax  of  1866;  the  insurance  premiums  tax  of  1877; 
and  the  bank  stock  tax  of  1897.  These  have  been  amended  from 
time  to  time  and  have  been  supplemented  by  other  tax  laws  in 
recent  years.  Some  of  the  later  taxes  are  the  stock  transfer  tax, 
the  anthracite  coal  tax,  the  inheritance  tax,  the  gasoline  tax  and 
the  motor  license  fees. 

Changes  in  Pennsylvania  state  taxation  have  been  more  con- 
sistent and  even  more  systematic  than  this  recital  indicates  but  it 
can  scarcely  be  expected  that  such  a  combination  of  taxes  should 
be  free  from  defects  or  incapable  of  improvement.  At  the  same 
time  careful  critics  and  legislators  must  remember  that  some  real 
progress  has  been  made  and  that  much  can  be  said  in  commenda- 
tion of  Pennsylvania's  tax  legislation  as  it  stands  today. 

Suggestions  for  improvement  must  be  based  on  the  recognition 
of  at  least  two  facts.  One  is  that  state  (and  local)  expenditures 
are  increasing  and  will  probably  continue  to  increase.  President 
Coolidge  and  Secretary  Mellon  have  repeatedly  pointed  out  that 
much  of  the  reduction  in  federal  expenditures  in  recent  years  has 
been  due  to  the  curtailment  of  war  activities;  that  ordinary  expen- 
ditures persist  in  rising  so  rapidly  that  they  now  offset  such  econo- 
mies as  are  being  effected;  that  from  now  on  federal  expenditures 
will  probably  increase  rather  than  diminish;  and  that  the  general 
public  must  find  relief,  if  at  all,  in  a  lessening  of  state  and  local 
burdens.  Federal  income  has,  however,  been  so  large  as  to  permit 
important  reductions  in  federal  tax  rates  and  the  result  seems  to 
have  been  an  expectation  that  comparable  reductions  may  be  ex- 
pected in  state  and  local  rates. 

Such  hopes  will  probably  not  be  realized.  Governmental  cost 
payments  for  both  state  and  local  governments  are  rising.  Cer- 
tainly this  has  been  true  in  Pennsylvania.  The  cost  of  the  state 
government  has  not  grown  so  much  as  certain  excited  critics  have 
alleged  but  there  has  been  a  growth.  Our  tax  commission  informs 
us  that  this  growth  will  continue  and  that  within  ten  years  the 
present  annual  outlay  of  $100,000,000  may  become  $180,000,000. 
In  view  of  this  probable  trend  any  suggestions  made  should  be  for 
sources  of  revenue  that  will  be  not  only  large  in  the  present  but 
elastic  enough  to  provide  for  an  expensive  future. 

The  second  fact  to  be  noted  is  that  an  important  part  of  the  task 
is  that  of  securing  an  equitable  adjustment  among  different  groups 
of  taxpayers.     There  are  at  present  many  glaring  inequalities. 

A  basis   for  suggested  changes  may  be  laid  by  an   analysis  of 
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sources  of  revenue  during  recent  years.  The  writer  recently 
attempted  such  an  inquiry,  covering  the  years  1916  to  1924  (both 
inclusive).  This  was  done  in  an  effort  to  ascertain  first  how  much 
of  the  burden  of  taxation  was  being  borne  by  various  groups  of 
taxpayers,  and  second  what  relation  existed  between  the  taxes  being 
paid  by  these  groups  and  their  presumptive  capacity.  No  high 
degree  of  exactitude  was  possible  but  some  of  the  facts  revealed 
were  most  interesting.  A  large  amount  of  work  was  involved,  be- 
cause of  the  necessity  of  a  special  rearrangement  of  the  material 
presented  in  the  Auditor  General's  reports. 

Ten  years  ago  the  State  of  Pennsylvania  was  securing  about  80 
per  cent  of  its  tax  receipts  from  corporations.  In  the  fiscal  year 
ended  on  November  30,  1916,  the  total  revenues  of  the  common- 
wealth were  $36,663,000,  of  which  $35,373,000  could  reasonably  be 
called  taxes.  Of  this  amount  over  $28,500,000  was  secured  by  tax- 
ing corporations.  This  total  includes  not  only  what  the  Auditor- 
General  designated  as  coming  "  from  corporations  and  associa- 
tions "  but  many  other  amounts,  which  his  system  of  accounting 
properly  placed  elsewhere. 

During  the  fiscal  year  ending  May  31,  1924,  total  tax  receipts 
were  $91,326,000,  of  which  only  about  50  per  cent  came  from  cor- 
porations. The  accompanying  table  gives  the  tax  receipts  for  these 
two  years  arranged  in  three  groups:  (I)  taxes  on  corporations; 
(II)  taxes  on  county,  borough  and  school  district  loans;  and  (III) 
miscellaneous  taxes.  Since  it  is  a  little  difficult  to  be  sure  whether 
certain  taxes  are  paid  by  corporations  or  by  other  taxpayers,  there 
are  three  divisions  of  the  corporation  group:  (A)  clearly  corporate ; 
(B)  part  corporate  and  part  non-corporate,  and  (C)  doubtful. 

Tax  Receipts  for  1916  and  1924  Compared 

igib  ig24 

Amount      Percent       Amount      Percent 
I.  Taxes  on  corporations 

A.  Clearly  corporate    $24,883,383         70         $43,056,831         47 

B.  Part  corporate  and  part 

non-corporate     2,022,636  6  908,985  I 

C.  Doubtful     1,640,261  5  3,416,854  4 

Total $28,346,280  81  $47,382,670  52 

11.  Taxes  on  county,  borough  and 

school  district  loans 727.870  2  1,613,415  2 

111.  Miscellaneous  Taxes    6,098,666  17  42,329,510  46 

$35,372,916        100        $91,325,595        100 

Since  a  high  degree  of  precision  is  not  possible,  let  us  merely 
observe  that  in  1916  from  70  to  81  per  cent  of  the  tax  receipts  came 
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from  corporations,  and  in  1924  from  47  to  52  per  cent  came  from 
corporations.  The  relative  amounts  coming  from  taxes  on  county, 
borough  and  school  district  loans  remained  unchanged,  at  two  per 
cent,  while  receipts  from  miscellaneous  taxes  increased  from  17 
per  cent  in  the  earlier  year  to  46  per  cent  in  1924. 

Certain  important  changes  had  occurred.  Total  tax  receipts  had 
grown  over  150  per  cent,  but  the  amounts  coming  from  corpora- 
tions had  increased  only  about  66  per  cent,  much  of  which  can  be 
explained  in  terms  of  the  higher  price  level.  In  this  gain,  too,  has 
been  included  the  tax  on  anthracite  coal  which  furnished  $6,781,761 
in  1924.  If  this  item  is  omitted,  taxes  collected  from  corporations 
had  gained  only  42  per  cent,  or  considerably  less  than  the  rise  in 
prices.  Other  sources  of  revenue  had  been  found  to  meet  the 
growing  needs.  Receipts  from  inheritance  taxes  had  increased  345 
per  cent,  motor  registration  license  fees  yielded  743  per  cent  more 
in  the  later  year  than  in  the  earlier  one,  while  miscellaneous  license 
fees  gained  474  per  cent  in  the  period.  The  nex  tax  on  gasoline 
was  furnishing  $6,644,120  in  1924.  Miscellaneous,  non-corporate 
taxes  had  as  a  group  gained  594  per  cent. 

These  figures,  even  with  due  allowance  for  a  wide  margin  of 
error,  show  unmistakably  two  changes.  First,  there  has  been  a 
rapid  growth  in  the  amount  of  taxes  collected  for  state  purposes. 
Second,  corporations  which  as  a  group  were  furnishing  nearly  or 
quite  80  per  cent  of  these  funds  in  1916  were  in  1924  furnishing 
half  or  less  than  half  of  the  total.  This  statement  applies,  of  course, 
to  corporations  as  a  whole  and  not  to  any  particular  class  of  cor- 
porations. Third,  the  increase  in  the  absolute  amounts  paid  by 
corporations  in  1924  is  (with  the  exception  of  the  tax  on  anthracite 
coal)  just  about  the  amount  one  might  expect  in  a  period  of  rising 
prices.  These  points  are  stressed  because  any  proposal  for  a  modi- 
fication of  Pennsylvania  taxation  brings  the  contention  that  cor- 
porations are  already  too  heavily  taxed.  Perhaps  they  are,  but  we 
can  at  least  insist  that  they  are  now  carrying  a  smaller  percentage 
of  the  burden  than  they  did  ten  years  ago. 

But  this  analysis  is  inadequate.  Corporations  of  many  kinds  are 
grouped  together  some  of  which  are  taxed  more  heavily  than  others. 
We  should,  if  possible,  discriminate  between  them.  Also  it  should 
be  noted  that  there  are  a  number  of  different  kinds  of  taxes  on 
corporations.  The  laws  imposing  these  taxes  were  most  of  them 
passed  many  years  ago,  and  the  list  is  an  interesting  one.  It  is 
given,  with  the  collections  for  1924,  in  the  accompanying  table. 
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Taxes  Paid  by  Corporations  to  State  of  Penxsylvaxia  in   1924 

A.  Clearly  corporate 

Amount  Percent 

1.  Capital  stock    $18,333,086  39 

2.  Corporate  loans     5,238,574  11 

3.  Gross  receipts   4,104,414  8 

4.  Gross  premiums    309,514  i 

5.  Bonus  on  charters   1,760,393  4 

6.  Anthracite  coal   6,741,761  14 

7.  Foreign  insurance  premiums   4,603,282  10 

8.  All  others 1,965,807  4 

B.  Part  corporate  and  part  non-corporate 908,983  2 

C.  Doubtful    3,416,854  7 

Total $47,382,670  100 

The  capital  stock  tax  of  5  mills  on  each  dollar  of  the  actual  value 
of  capital  stock  employed  in  Pennsylvania  (with  certain  highly 
important  exceptions)  yielded  $18,333,066.  or  39  per  cent.  The  tax 
on  corporate  loans  yielded  $5,238,374.  or  11  per  cent,  and  the  tax 
on  gross  receipts  $4,104,414,  or  8  per  cent.  The  bonus  on  charters 
yielded  $1,760,393,  or  4  per  cent,  that  on  anthracite  coal  $6,741,761, 
or  14  per  cent,  and  the  one  on  foreign  insurance  premiums  $4,603, 
282,  or  10  per  cent.    The  list  is  an  interesting  and  a  motley  one. 

Even  more  important,  however,  than  the  curious  diversity  in  this 
list  is  the  way  in  which  it  discriminates  in  its  burdens.  Since  1920 
the  arrangement  of  the  reports  of  the  Auditor-General  is  not  one 
that  makes  it  easy  to  show  the  extent  of  this  discrimination  but  it 
is  possible  to  make  it  clear  for  an  earlier  period.  Since  the  par- 
ticular legislation  we  are  discussing  has  not  been  materially  changed 
since  1920,  figures  for  that  year  are  entirely  satisfactory  for  our 
purposes.  We  are  not,  of  course,  endeavoring  to  show  exact 
amounts  but  the  relative  amounts. 

In  1920  corporations  paid  to  the  state  as  taxes  about  $32,099,279. 
Of  this  amount  a  total  of  $22,631,548,  or  over  70  per  cent,  came 
from  four  taxes — the  capital  stock  tax,  the  tax  on  loans,  the  tax 
on  gross  receipts,  and  the  bonus  on  charters.  It  is  important  to 
notice  how  this  burden  of  $22,631,548  was  divided.  The  largest 
single  source  of  revenue  was  the  tax  on  capital  stock,  which  yielded 
$13,695,070.  But  of  this  $13,695,070.  over  one-half  came  from  one 
group  of  companies.  The  sum  of  $7,674,054,  or  56  per  cent,  came 
from  transportation  and  other  public  utility  companies. 

In  the  same  year  the  transportation  and  other  public  utility  com- 
panies paid  67.6  per  cent  of  the  tax  on  corporate  loans  (paid  by 
private  corporations)  and  almost  exactly  100  per  cent  of  the  tax 
on  gross  receipts,  besides  furnishing  9.9  per  cent  of  the  receipts 
from  the  bonus  on  charters.  Over  60  per  cent  of  the  receipts  from 
these  four  corporation  taxes  came  from  this  one  class  of  companies. 
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a  group  including  the  railways,  gas  companies,  water  companies, 
light,  heat  and  power  companies,  and  the  other  public  utilities.  In 
the  same  year  manufacturing  corporations  paid  $3,337,341  or  14.7 
per  cent  of  the  total  received  by  the  state  from  these  four  taxes. 

The  time  at  our  disposal  does  not  permit  carrying  the  analysis 
further.  If  we  could  do  so,  other  highly  interesting  data  would 
appear.  The  amount  paid  by  one  group  of  corporations  (the  public 
utility  companies)  is  contrasted  with  a  certain  other  group  (the 
manufacturing  corporations),  not  because  it  is  the  only  illustration 
of  discrimination  but  because  it  is  the  most  noticeable. 

We  have  made  it  clear,  first,  that  the  tax  burden  on  the  corpora- 
tions of  Pennsylvania  has  not  been  increased  as  the  needs  of  the 
state  have  grown.  With  proper  allowance  for  the  rise  in  the  price 
level  the  burden  is  about  the  same  as  it  was  a  number  of  years  ago. 
Other  sources  of  revenue  have  been  found  to  meet  the  growing 
demands. 

Second,  we  have  shown  that  in  1920  (the  latest  year  that  can  be 
satisfactorily  analyzed)  over  60  per  cent  of  the  receipts  from  the 
four  leading  corporation  taxes  came  from  the  public  utility  com- 
panies. Much  the  same  condition  doubtless  still  prevails,  with  due 
allowance,  of  course,  for  the  recent  appearance  of  the  tax  on 
anthracite  coal. 

Xo  one  should  immediately  draw  hasty  conclusions  from  these 
facts.  It  is  not  at  all  certain  that  Pennsylvania  corporations  are  as 
a  group  too  heavily  taxed.  Since  taxes  paid  should  be  related  to 
ability  it  may  be  that  more  complete  information  would  show  that 
there  are  a  number  of  corporate  groups  quite  heavily  burdened  and 
others  whose  burdens  are  unduly  light.  On  such  matters  as  these 
the  forthcoming  report  of  the  State  Tax  Commission  will  doubtless 
shed  light.  Already,  however,  we  know  enough  of  the  situation 
to  say  that  the  difficulty  is  probably  not  too  heavy  corporate  taxa- 
tion but  an  improper  distribution  of  tax  burdens  among  the  various 
groups  of  corporations. 

With  the  growing  demands  for  funds,  corporations  will  not  be 
able  to  avoid  paying  a  generous  share.  Some  of  those  who  are 
tempted  to  complain  of  existing  burdens  and  to  oppose  a  change 
would  probably  gain  the  most,  if  a  scientific  revision  were  attempted. 

But  what  would  a  scientific  revision  involve?  Every  proposal 
tliat  has  been  or  may  be  made  will  be  criticized.  If  it  hurts  only  a 
little  the  plan  will  be  called  theoretical  and  impractical;  if  it  in- 
volves more  serious  burdens  for  groups  not  now  taxed  it  will  be 
called  socialistic;  if  the  proposals  seem  particularly  dangerous, 
vague  references  will  be  made  to  the  single  tax  and  to  Bolshevist 
propaganda.  This  is  in  addition  to  the  fact  that  a  satisfactory  plan 
is  most  difficult  even  for  a  group  of  experts  who  are  entirely  dis- 
interested. 
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The  report  of  the  1919  committee  on  a  model  system  held  that 
tangible  property,  by  whomsoever  owned,  should  be  taxed  by  the 
jurisdiction  in  which  it  is  located.  Fortunately,  this  practice  largely 
prevails  in  Pennsylvania.  Unfortunately,  many  improvements  should 
be  made  both  in  the  assessment  and  in  the  collection  of  the  local 
taxes  on  real  estate.  While  several  changes  deserve  emphasis,  we 
can  mention  only  one  and  that  in  a  sentence.  Until  local  assessors 
are  definitely  compelled  to  assess  land  and  improvements  separately 
and  under  instructions  that  permit  careful  comparisons  of  the 
assessments  of  adjoining  parcels  of  land,  some  of  the  present  glar- 
ing inequalities  and  difficulties  will  continue.  The  cost  of  local 
government  is  bound  to  increase.  We  should  make  every  effort  to 
avoid  wastes  in  expenditure  but  it  is  possible  that  in  our  zeal  for 
commendable  economies  we  may  forget  that  still  larger  expendi- 
tures are  coming.  The  most  important  step  to  be  taken  is  to  place 
the  assessment  of  real  estate  on  a  more  scientific  basis. 

The  committee  on  a  model  system  also  held  that  every  person 
having  taxable  ability  should  pay  some  sort  of  a  personal  tax  to 
the  government  under  which  he  is  domiciled  and  from  which  he 
receives  the  personal  benefits  that  government  confers.  In  Penn- 
sylvania the  nearest  we  come  to  this  ideal  in  state  taxation  is  the 
tax  on  corporate  loans,  which  is  in  practice  paid  chiefly  by  the 
corporations  or  by  the  counties,  cities,  boroughs,  etc.  In  so  far  as 
individuals  are  subject  to  it,  the  law  is  only  too  often  either  for- 
gotten or  ignored. 

In  this  same  group  are  our  inheritance  taxes,  which  should  by 
all  means  be  retained  but  which  are  paid  by  only  a  small  percentage 
of  the  population.  There  might  be  added  the  gasoline  tax  and  the 
motor  license  fees  but  they  are  by  no  means  imposed  in  accordance 
with  ability  to  pay. 

If  the  time  has  not  yet  come,  it  must  soon  arrive  when  a  number 
of  the  ineffective  and  unfair  taxes  on  individuals  will  give  way  to 
a  general  individual  income  tax  worked  out  on  lines  comparable  to 
the  federal  income  tax.  Its  superiority  as  a  test  of  ability  and  the 
fact  that  it  is  a  direct  tax  are  arguments  that  in  time  are  bound  to 
result  in  its  acceptance.  Simplicity,  low  cost  of  collection  and  its 
success  in  other  states  need  only  be  mentioned.  Since  progressive 
rates  are  highly  important,  constitutional  amendment  is  necessary 
but  there  is  a  crj-ing  need  for  a  general  constitutional  revision  in 
Pennsylvania  for  this  reason  among  others.  Incidentally  we  may 
quote  from  the  report  of  the  committee  on  a  model  system  of  state 
and  local  taxation  their  opinion  that  ''  a  personal  income  tax  is  the 
best  method  of  enforcing  the  personal  obligation  of  the  citizen  for 
the  support  of  the  government  under  which  he  lives,  and  recom- 
mends it  as  a  constituent  part  of  a  model  system  of  state  and  local 
taxation." 
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Corporations  must  of  necessity  be  taxed  for  state  purposes.  The 
only  question  is  as  to  the  amount  they  must  pay  and  the  form  of 
the  tax  or  taxes.  The  committee  on  model  taxation  to  which  we 
have  so  often  referred  held  that  "  business  carried  on  for  profit  in 
any  locality  should  be  taxed  for  the  benefits  it  receives."*  That  such 
is  not  the  case  in  Pennsylvania  is  clear  from  what  has  already  been 
said.  There  is  little  if  any  relationship  to  ability  in  the  payments 
that  actually  are  made  and  certain  groups  —  notably  those  whose 
capital  is  employed  in  domestic  manufacturing — pay  very  little  for 
state  support  aside  from  the  bonus  on  their  charters  at  the  time  of 
incorporation. 

The  first  step  here  is  to  be  sure  that  those  groups  of  corporations 
now  heavily  taxed  be  brought  to  see  that  a  general  revision  more 
truly  recognizing  ability  to  pay  is  in  their  interests.  The  money 
must  and  will  be  found  somewhere.  The  present  heterogeneous 
methods  of  taxing  corporations,  many  of  which  have  little  to  com- 
mend them  except  the  fact  that  they  yield  an  important  amount  of 
revenue,  should  be  replaced  by  legislation  that  will  yield  the  same 
amount  and  much  more  readily,  at  the  same  time  having  the  merit 
of  being  more  equitable.  Our  motley  collection  of  burdens  on 
business  should  be  abolished  and  replaced  by  new  legislation  taxing 
the  net  profits  of  business,  whether  conducted  by  corporation,  asso- 
ciation, limited  partnership  or  individual.  There  should  be  few  if 
any  exceptions  to  the  burden  of  this  tax,  and  any  that  are  made 
should  be  allowed  only  for  the  strongest  of  reasons. 

This  paper  has  suggested  but  a  few  changes  and  these  have  been 
sketched  on  very  broad  lines.  EJetails  have  been  purposely  omitted, 
because  it  is  important  at  present  to  concentrate  attention  on  two 
or  three  fundamental  needs.  A  multitude  of  problems  and  diffi- 
culties wnll,  of  course,  be  encountered  in  their  application.  Those 
who  have  read  the  1925  report  of  the  Pennsylvania  Tax  Commis- 
sion have  noticed  the  so-called  Wood  plan  and  observed  that  the 
proposals  just  made  are  in  part  similar.  While  reserving  the  privi- 
lege of  disagreeing  with  a  number  of  the  particular  features  of 
that  plan,  the  writer  commends  it  as  on  the  whole  worthy  of  the 
most  thoughtful  consideration. 

Chairman  Vaughan  :  That  concludes  the  formal  papers  for  the 
evening. 

I  see  in  the  audience  a  gentleman  who  has  been  long  identified 
with  this  organization,  who  has  been  an  efficient  officer  of  the 
executive  committee,  and  has  otherwise  aided  in  the  sessions  in  the 
past,  and  I  am  going  to  call  Judge  Leser  of  the  Tax  Commission 
of  Maryland  to  the  chair  at  this  point. 
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(Oscar  Leser,  Maryland,  presiding.) 

Chairman  Leser:  Gentlemen.  I  am  coming-  back  to  my  old 
stamping  ground.  I  remember  that  I  lived  in  Philadelphia  up  to 
about  thirty  years  ago,  but  the  only  experience  I  had  with  taxation 
in  those  days  was  to  find  that  they  imposed  what  they  call  a  poll 
tax.  It  amounted  to  50  cents,  and  it  was  probably  the  only  tax 
which  could  have  hit  me  at  all,  and  yet  when  I  presented  myself 
at  the  cashier's  office  to  pay  that  tax  the  first  time  I  had  a  right  to 
vote,  I  was  not  allowed  to  pay,  because  I  was  told  it  had  been 
paid  for  me.  I  found  on  inquiry  that  it  had  been  paid  by  the  Re- 
publican organization. 

So  that  shows  that  although  the  claim  here  that  taxes  are  not 
paid  b\^  the  machine,  my  experience  was  that  my  tax  was  paid  by 
the  machine. 

I  have  been  immensely  interested  in  the  movement  in  Pennsyl- 
A'ania  for  tax  reform,  and  have  always  been  willing  to  respond  in 
a  modest  way  to  any  cooperation  with  the  very  competent  committee 
headed  by  Senator  Edmonds.  I  feel  that  one  of  the  most  important 
things,  one  of  the  most  important  reforms  needed,  apparently,  is 
that  of  the  separation  of  land  and  improvements  in  the  assessment 
of  real  estate. 

It  must  strike  most  of  us  as  something  rather  archaic  to  find  that 
in  the  State  of  Pennsylvania  that  feature  has  never  been  intro- 
duced, and  it  is  very  hard  to  conceive  how  there  can  be  such  a 
thing  as  equality  in  the  taxation  of  real  property  without  such  a 
separation. 

Now,  gentlemen,  the  meeting  is  open  for  any  discussion  of  the 
papers  read  before  you.  The  chair  would  like  to  recognize  any 
one  who  feels  disposed  to  speak. 

Franklin  S.  Edmonds  (Pennsylvania)  :  May  I  say  on  behalf  of 
the  Pennsylvania  Tax  Commission  that  we  have  had  prepared  by 
our  legislative  reference  bureau  an  extremely  valuable  compilation 
of  the  revenue  laws  of  the  state.  It  is  a  long  book;  it  is  not  short, 
as  you  will  readily  infer  from  Dr.  McKay's  paper,  and  from  Mr. 
Rigby's  paper.  That  pamphlet  was  given  to  the  press  a  little  while 
ago  and  made  its  appearance  last  week.  Two  hundred  and  fifty 
copies  have  been  sent,  Mr.  Chairman,  to  this  convention,  and  they 
are  in  the  registration  room.  The  revenue  laws  have  been  pub- 
lished with  annotations  and  references  to  the  court  cases  which 
interpret  them.  That  pamphlet  is  for  the  disposal  of  any  of  those 
who  desire  to  take  it  and  examine  it,  and  we  shall  be  only  too  glad 
to  receive  suggestions  and  comments  and  criticisms  from  them. 

!\Iay  I  say,  in  the  second  place,  to  ]vlr.  Rigby,  that  our  tax  com- 
mission has  not  been  laboring  with  this  problem  four  years;  it  has 
been  only  two  and  one-half  years.  If  it  had  been  four  years  I 
think  we  should  be  out  of  business  mentallv  bv  this  time. 
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We  were  authorized  in  1923,  but  the  Governor  did  not  appoint 
us  until  April  of  1924.  As  a  consequence,  we  have  only  been  at 
work  something  like  two  and  one-half  years. 

As  Dr.  McKay  said,  nobody  can  prophesy  what  the  commission 
is  going  to  recommend,  but  I  think  it  would  be  fair  to  say  that 
there  are  two  major  problems  which  the  commission  is  considering 
at  the  present  time. 

The  first  is  the  relative  advantage  of  centralized  collection  of 
state  taxes,  as  compared  with  localized  collection  of  state  taxes 
through  local  agents.  On  that  we  find  from  the  Auditor  General 
of  the  Commonwealth  that  when  the  Commonwealth  of  Pennsyl- 
vania collects  its  own  state  taxes,  as  it  does  with  the  capital  stock 
and  the  loan  tax,  the  cost  is  seven-tenths  of  one  per  cent,  and  when 
the  Commonwealth  of  Pennsylvania  collects  its  state  taxes  through 
local  agents,  as  it  does  with  inheritance  taxes,  the  cost  is  seven  and 
seven-tenths;  in  other  words,  eleven  to  one  in  favor  of  centralized 
collection,  so  far  as  the  cost  of  collection  alone  is  concerned. 

Taking  the  example  of  the  inheritance  tax  by  itself,  there  could 
be  a  saving  to  the  Commonwealth  of  Pennsylvania  of  close  on  to 
one  million  dollars  a  year  by  the  introduction  of  centralized  methods 
of  assessment  and  collection. 

That  same  problem  works  very  much  through  our  local  system 
of  tax  assessing  and  collecting,  in  which,  curiously  enough,  Phila- 
delphia has  a  thoroughly  modern  system,  but  in  the  other  sections 
of  the  state — thanks  to  the  very  strong  feeling  of  local  pride — there 
has  been  developed  a  series  of  localized  systems  which  also  have 
been  maintained  at  very  heavy  costs.  I  think  beyond  all  question, 
therefore,  one  of  the  first  problems  to  which  we  must  devote  our- 
selves is  a  change  in  the  machinery  so  as  to  provide  for  a  higher 
degree  of  centralization  in  the  assessment  and  collection  of  both 
state  and  local  taxes.  If  that  reform  can  be  accomplished  it  will 
unquestionably  result  in  very  great  economy. 

Now,  the  second  problem  which  I  think  has  consumed  the  time 
of  the  members  of  the  commission  more  or  less  profitably,  as  the 
results  may  determine,  is  this  very  interesting  problem  that  arises 
out  of  exemptions.  We  have  in  the  Commonwealth  of  Pennsyl- 
vania, I  think,  seventeen  business  taxes,  in  which  we  tax  a  peculiar 
form  of  business  organization,  like  a  corporation  on  its  capital 
stock,  corporate  loans  and  bonuses,  or  we  tax  a  particular  business 
like  anthracite  coal,  or  we  tax  a  particular  kind  of  dealer,  like  the 
wholesale  or  retail  dealers,  under  the  mercantile  license  tax.  We 
have  a  series  of.  so  to  speak,  special  taxes  on  particular  groups  or 
particular  kinds  of  business.  Again,  we  have  no  general  tax  on 
business  in  the  commonwealth.  We  have  in  many  ways  the  most 
unique  system  of  taxation  that  you  can  find,  when  you  consider 
that  first  of  all  the  Commonwealth  of  Pennsylvania  does  not  tax 
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land  or  realty,  it  does  not  tax  the  plant  or  the  equipment  or  the 
capital  of  the  manufacturer,  it  does  not  tax  the  income  of  its  citi- 
zens, and  yet,  without  taxing  any  one  of  those  three  things,  it  raises 
one  hundred  million  a  year,  two-thirds  of  which  comes  from  this 
variety  of  business  taxes,  and  one-third  of  which  comes  from  motor 
license  fees  and  thirty  or  forty  other  kinds  of  license  fees.  It  is  a 
very  remarkable  financial  result  that  has  been  achieved  in  this  state 
through  what  I  may  call  our  spotty  system  of  taxing  groups.  After 
you  have  a  system  that  has  worked  well  for  a  number  of  years,  of 
course  it  is  not  likely  to  be  disturbed;  and  I  think  in  some  ways 
we  perhaps  can  be  a  little  proud  in  having  been  pioneers.  Our 
capital  stock  tax  is  the  oldest  corporation  tax  on  the  statute  books 
of  the  states  of  the  country.  Our  collateral  inheritance  tax  this 
year  celebrates  its  one  hundredth  anniversary,  the  oldest  form  of 
inheritance  taxation  in  the  United  States.  There  are  many  unique 
provisions  there,  and  so  the  question  sometimes  comes  up  as  to 
whether  or  not  our  fiscal  system  is  on  the  whole  well  adapted  to 
the  people  of  the  Commonwealth,  producing  sufficient  revenue  for 
their  purposes,  and  whenever  the  time  comes  that  a  suggestion  is 
made  for  change,  there  are  very  wise  men  who  will  say,  "  Don't 
change ;  it  is  working,  and  it  is  working  out  admirably  well." 

I  want  to  offer,  however,  this  thought,  that  a  system  of  taxation 
which  is  based  upon  special  taxes  of  particular  interests  and  groups, 
while  it  might  work  very  well  in  the  days  when  the  entire  burden 
of  taxation  was  very  light,  yet,  as  the  burden  of  taxation  becomes 
heavier  and  heavier,  is  bound  to  work  more  and  more  unequally 
between  the  taxed  groups  and  the  untaxed  groups ;  and  we  have 
gradually  discovered  in  Pennsylvania  that  there  are  a  good  many 
holes  in  our  nets,  and  that  the  large  fish  tend  to  gather  at  those 
holes,  so  the  suggestion  has  been  made  that  possibly  it  might  be 
better  to  do  away  with  our  system  of  special  taxation  and  have  a 
general  all-inclusive  business  tax. 

Let  me  call  attention  to  another  angle  of  the  question  of  exemp- 
tions. Our  commission  has  been  very  much  surprised  to  find  a 
large  percentage  of  realty  that  is  exempt  from  local  taxation  in- 
creasing in  a  very  much  larger  degree  than  has  the  taxable  realty, 
and  thereby  causing  a  very  heavy  burden  on  certain  other  taxing 
units.  Consider  in  this  City  of  Philadelphia,  where  we  meet,  over 
seventeen  per  cent  of  our  assessed  valuation  of  realty  is  exempt 
from  local  taxation ;  there  is  the  realty  of  the  Federal  Government, 
ot  the  state  government,  of  the  local  government;  there  is  the  realty 
of  public  utility  companies  used  by  them  in  the  exercise  of  their 
franchises;  there  is  the  realty  of  churches  and  institutions  of  learn- 
ing, and  hospitals  and  welfare  institutions,  amounting,  as  I  say,  to 
a  total  of  seventeen  per  cent  of  the  realty  of  this  city;  and  in  the 
entire    Commonwealth    of    Pennsvlvania,    out    of    nine    billions   of 
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assessable  valuation  of   realty,   we  have  more  than   one  and  one- 
quarter  billions  exempt,  for  the  reasons  I  have  indicated. 

There  is  another  angle  of  the  question  of  exemptions  which  is 
worrying  us  a  good  deal. 

Now,  unquestionably  the  most  exciting  question  that  has  to  do 
with  exemptions  is  that  which  has  to  do  with  the  exemption  of 
capital  stock  of  companies  engaged  in  manufacturing,  in  so  far  as 
their  capital  is  employed  in  manufacturing,  and  companies  en- 
gaged in  laundering,  from  our  capital  stock  tax.  We  were  a  little 
puzzled  about  the  laundries,  because  we  did  not  quite  understand 
the  necessity  of  protecting  that  industry,  until  we  were  told  that 
when  that  capital  stock  bill  was  passed  through  the  legislature  a 
great  many  years  ago,  one  member  of  the  senate  was  engaged  in 
the  laundry  business,  and  his  vote  was  essential  in  order  to  get  the 
bill  through,  and  he  laid  down  his  terms,  namely,  that  he  should  be 
recognized.  He  was  recognized,  and  that  recognition  has  con- 
tinued for  thirty-seven  years  in  the  Commonwealth  of  Pennsyl- 
vania. Should  that  kind  of  exemption  continue  for  the  future  ?■ 
I  am  very  free  to  say  myself  that  I  believe  strongly  that  if  we  ever 
do  have  to  reorganize  the  tax  system  of  Pennsylvania,  we  should 
have  a  general  tax  on  all  forms  of  business  at  a  uniform  rate.  I 
don't  know  what  that  general  tax  would  be.  It  might  be  a  tax  on 
capital,  might  be  a  tax  on  gross  sales  or  turnover,  as  Mr.  Roths- 
child has  urged  in  one  meeting  with  our  committee,  so  ably,  or  it 
might  be  a  tax  on  income  and  profits,  like  the  federal  tax  at  the 
present  time;  but  one  of  those  forms  of  taxation  will  doubtless 
take  the  place  of  our  varied  forms  at  the  present  time,  if  we  ever 
make  the  change. 

The  question  arises,  should  we  make  the  change  ? 

I  do  not  want  you  to  regard  us  of  Pennsylvania  as  being  proud 
of  our  ignorance,  or  anything  of  that  kind.  I  want  to  say  with  a 
great  deal  of  pride  that  this  state  pays  its  debts  and  manages  to 
raise  an  ample  income.  On  the  whole,  the  state  has  been  a  pioneer 
with  the  states  of  the  Union  in  working  out  taxing  problems.  I 
think  we  are,  perhaps,  the  horrid  example  in  the  Union  at  the 
present  time,  because  we  have  probably  adopted  fewer  of  the  recom- 
mendations of  the  National  Tax  Association  than  any  state  in  the 
Union.  Nevertheless,  we  are  working  with  our  problem  and  we 
are  trying  to  work  out  something  which  will  be  equitable  to  our 
citizenship  yet  at  the  same  time  without  too  violent  a  disruption  of 
the  roots  of  the  past,  and  at  the  same  time  something  which  will 
produce  for  us  ample  revenue  for  a  progressive  up-to-date  state. 

I  am  not  attempting  to  indicate  what  our  recommendations  will 
be,  but  I  will  say  with  great  pleasure,  if  you  will  give  us  your 
names  and  addresses,  when  our  report  is  published  next  January 
you  shall  have  a  copy. 
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Chairman  Leser:  Senator  Edmonds,  your  reference  to  the 
laundry  exemption  reminds  me  of  the  City  of  Baltimore,  where  we 
have  an  exemption  on  manufacturing  machinery.  An  amendment 
was  passed  to  the  Enabling  Act,  including  laundries  as  manufac- 
turers. It  makes  me  think  perhaps  there  is  something  more  potent 
than  merely  some  one  laundry  man  on  the  committee ;  and  some- 
body in  the  future  will  have  to  iron  out  that  situation. 

Now,  we  have  another  feature  in  our  state,  the  feature  of  taxing 
securities  at  a  fixed  rate,  which  we  adopted  in  1896,  copied  from 
Pennsylvania;  we  thought  it  was  a  good  thing,  and  we  have  ap- 
plied it,  and  it  has  worked  very  successfully.  Other  parts  of  the 
country  have  been  attracted  by  its  working  in  our  state,  and  they 
have  almost  called  it  the  Maryland  system,  ignoring  the  fact  that 
it  originated  in  Pennsylvania,  because  they  hid  their  light  under  a 
bushel;  they  did  not  understand  how  to  exploit  a  good  thing. 

Then  another  feature  which  has  interested  me  is  known  as  the 
Mercantile  License  Tax,  which  is  a  substitute  for  the  tax  on  per- 
sonal property  of  merchants.  It  is  practically  a  gross  receipts  tax 
on  sales,  divided  into  three  classes;  a  dollar  a  thousand  on  the  sales 
of  retailers,  50  cents  a  thousand  on  the  sales  of  wholesalers,  and 
25  cents  a  thousand  on  the  sales  on  exchange.  Apart  from  the 
fact  that  it  is  very  expensively  administered,  and  furnishes  a  haven 
for  a  good  many  lame  ducks  and  others,  to  administer  this  law,  it 
is  a  fact  that  I  could  not  find  in  the  report  of  the  Auditor  General 
any  receipts  whatever  from  the  tax  on  the  gross  receipts  from  sales 
on  the  exchanges,  from  which  I  infer  that  there  are  no  stocks  sold 
on  the  stock  exchanges,  and  no  grain  on  the  grain  exchanges ! 
Possibly  somebody  may  enlighten  us  on  that  subject,  and  the  Chair 
will  entertain  a  suggestion  from  any  one  who  wants  to  speak. 

J.  T.  White  (Ontario)  :  I  find  since  I  arrived  here  that  I  am 
one  of  the  taxpayers  of  the  State  of  Pennsylvania,  referring  to  the 
taxation  on  anthracite  coal.  This  becomes  rather  a  serious  ques- 
tion, because  reference  has  been  made  heretofore  to  a  little  afifair 
that  caused  the  war  about  150  years  ago,  namely,  taxation  without 
representation. 

Now,  I  should  like  to  call  the  attention  of  the  Pennsylvania  Tax 
Commission  to  that  feature  of  the  tax,  and  suggest  that  they  might 
probably  drop  the  tax  on  anthracite  coal. 

Chairman  Leser  :  I  think  they  might  answer  you  and  say  there 
should  not  be  any  tax  upon  their  citizens  when  they  go  up  to 
Canada  and  bet  on  the  races. 

Marion  M.  McKay  (Pennsylvania)  :  The  presiding  ofiicer,  Judge 
Leser,  just  raised  the  question  of  sales  tax  on  stock.  I  think  he 
must  have  had  in  mind  the  tax  of  two  cents  on  $100  on  transfers 
of  stock.     The  state  does  collect  in  the  neighborhood,  I  believe,  of 
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$200,000  a  year  from  that  tax.     I  believe  that  is  the  one  he  must 
have  had  in  mind.     Was  that  the  one  you  had  in  mind  or  not? 

Chairman  Leser  :  Sales  on  the  exchanges,  I  had  in  mind;  sales 
on  the  bourse  and  the  grain  exchange. 

J.  Lord  Rigby  (Pennsylvania)  :  I  might  say,  Mr.  President, 
Pennsylvania  does  not  have  such  a  tax  at  this  time.  The  tax 
which  the  Doctor  no  doubt  has  in  mind  is  the  tax  imposed  by  the 
Act  of  1915,  which  is  a  transfer  tax  of  two  cents  on  the  shares  or 
certificates  of  stock  of  corporations,  two  cents  on  the  $100  face 
value  or  any  fraction  thereof. 

I  am  glad  this  open  discussion  takes  place  because,  you  see,  it 
gives  the  speaker,  who  was  limited  in  his  first  attempt  to  twenty 
minutes,  another  opportunity.  It  is  fair  and  equitable,  like  taxa- 
tion in  Pennsylvania;  but  I  just  want  to  say  one  more  word  with 
regard  to  taxation  as  the  taxing  official  of  the  Commonwealth, 
who  has  charge  of  the  imposing  of  taxes  upon  the  corporations  of 
the  Commonwealth,  that  the  taxing  officers  are  in  entire  sympathy 
and  accord  with  the  work  and  the  investigation  which  the  Tax 
Commission  has  been  conducting.  Their  work  has  been  consider- 
able, and  part  of  it  at  least  had  been  confined  to  the  records  of  the 
Auditor  General's  department.  There  is  entire  harmony  and  sym- 
pathy in  the  work.  We  do  not  want  the  representatives  of  the 
other  states  to  get  the  impression  that  we  are  wandering  into  such 
an  era  of  extravagance  that  we  are  not  likely  to  have  enough 
revenue  to  meet  our  obligations.  As  a  matter  of  fact,  as  indicated 
by  the  several  speeches  which  were  made,  and  by  my  rather  brief 
talk — because  I  had  to  cut  it  very  short — we  realize  that  the  over- 
head of  the  state  is  increasing  so  rapidly  with  the  great  demand 
from  all  sections  of  the  Commonwealth  for  increased  expenditures 
for  highways,  increased  expenditures  in  educational  matters,  in 
public  welfare,  with  the  possibility  of  the  imposition  within  a  very 
few  years  of  some  $300,000,000  and  more  of  bonded  indebtedness, 
as  Dr.  McKay  has  indicated,  which  is  the  signal  to  us  that  some 
additional  source  of  income  must  be  found  if  this  increased  expen- 
diture is  to  go  on. 

When  we  look  back  a  very  few  years,  to  1910,  1912,  1914,  or  less, 
we  find  that  the  expenses  of  our  Commonwealth  have  increased,  as 
indicated  not  only  in  Dr.  McKay's  paper,  but  in  a  short  reference 
I  made  to  it  in  my  paper,  from  twenty  some  millions  to  the  neigh- 
borhood of  100  millions  of  dollars  a  year,  and  it  is  a  warning. 
What  the  legislature  will  do,  as  j\Ir.  Edmonds  has  indicated,  no  one 
can  tell;  whether  they  will  adopt  a  spirit  of  economy  and  retrench- 
ment, as  I  have  indicated,  or  find  new  sources  of  revenue,  I  don't 
know. 

True,  quite  a  saving  of  money  can  be  brought  about  in  the  col- 
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lection  of  taxes  with  centralization,  but  we  should  have  in  mind,  as 
Mr.  Edmonds  has  in  mind,  that  the  great  source  of  complaint  and 
the  loss  of  revenue  is  in  the  collection  of  the  local  taxes. 

The  Commission,  I  know,  from  what  Mr.  Edmonds  has  said,  has 
the  thought  of  centralizing  the  collection  of  personal  property- 
taxes,  which  the  state,  by  the  way,  has  no  interest  in,  that  is,  in 
that  it  receives  no  part  of  the  tax  since  the  Act  of  1913. 

Mr.  Edmonds,  who  has  been  a  member  of  the  legislature,  realizes 
probably  better  than  I  do,  and  as  well  as  any  of  us,  the  difficulty 
of  passing  remedial  legislation  along  that  line.  Our  very  good 
friend,  I\Ir.  Ludlow,  I  think  not  only  in  the  last  regular  session  of 
the  House,  but  the  previous  one,  had  a  very  comprehensive  plan  of 
simplifying  the  collection  particularly  of  local  taxes  and  of  assess- 
ments; went  into  the  fight  with  a  great  deal  of  enthusiasm  and 
apparently  with  a  great  deal  of  responsible  influence  behind  him ; 
a  great  many  of  us  were  in  favor  of  such  legislation,  but  when,  in 
the  latter  hours  of  the  legislature,  it  came  to  be  voted  on,  out  of 
207  members,  I  think  Mr.  Ludlow's  bill  had  17. 

Voice:  Wasn't  it  38? 

!Mr.  Rigbv  :  I  thought  it  was  less  than  38.  The  principle  in- 
volved is  this :  An  attempt  to  change  the  method  of  taxation  strikes 
at  the  local  taxing  official,  the  local  assessor  and  the  local  tax  col- 
lector; and  we  all  recognize  that  it  is  the  most  difficult  thing  to 
bring  about  any  legislation  of  that  sort. 

H.  C.  McKexzie  (New  York)  :  I  should  like  to  ask  Senator  Ed- 
monds a  question,  as  to  whether  or  not  he  has  any  data  in  regard 
to  the  severity  of  taxation  of  realty  and  other  forms  of  wealth  in 
the  State  of  Pennsylvania. 

Mr.  Edmonds:  We  have  not  what  we  can  call  positive  data.  I 
very  much  regret  that  we  were  not  able,  on  the  appropriation  which 
was  made  to  us,  to  complete  the  study  of  the  local  real  estate  situa- 
tion, to  the  extent  that  we  desired.  Unfortunately  with  us,  we  may 
not  have  the  same  rate  for  assessment  purposes  prevailing  through- 
out an  entire  county.  We  have  several  thousand  taxing  districts, 
and  it  may  be  40  per  cent  of  true  value  in  one,  52  per  cent  of  true 
value  in  the  next,  and  30  per  cent  in  the  next,  and  100  per  cent  in 
the  next.  That  is  the  reason  we  are  arguing,  first,  in  favor  of  a 
more  centralized  control  of  assessments,  for  the  purpose  of  en- 
abling us  to  have  data  as  to  just  what  the  burden  upon  realty  is. 

Now,  the  only  figures  we  have  had  presented  to  us  that  seem  to 
have  any  authority  back  of  them  were  the  figures  of  the  National 
Industrial  Conference  Board,  to  the  effect  that  the  man  who  works 
upon  land  pays  something  like  16  per  cent  of  his  income  for  taxa- 
tion, whereas  the  man  who  works  in  other  forms  pays  between  11 
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and  12  per  cent.  Those  were  formulated  by  the  National  Industrial 
Conference  Board  as  true  for  the  Union.  We  think  they  have 
some  bearing  in  Pennsylvania,  but  they  are  not  proven  in  the  entire 
group,  until  we  have  a  rate  base  equitable  throughout  the  state. 
That  we  have  not  got  as  yet. 

It  is  my  thought  if  the  state  decides  it  wants  a  permanent  tax 
commission,  and  entrusts  the  commission  to  inquire  into  matters  of 
that  kind,  we  ought  to  be  able  to  get  the  data  for  the  state  in  a 
very  few  years'  time.     We  have  not  got  it  now. 

Your  state  tax  commission  has,  so  to  speak,  a  revising  hand  upon 
the  question  of  local  assessment.  We  have  nothing  of  that  kind  in 
Pennsylvania. 

Mr.  McKenzie:  Have  you  the  figures  of  the  total  amount  of 
money  raised  by  the  general  property  tax  in  the  state  ? 

Mr.  Edmonds  :  Our  general  property  tax  is  a  tax  upon  land  and 
improvements,  and  that  raises  by  local  government  something  like, 
I  think,  280  million  dollars.  In  addition  to  that  we  have  also  a  tax 
on  personal  property  for  county  purposes,  four  millions  upon  stocks 
and  bonds,  and  evidences  of  debt,  mortgages,  notes  and  things  of 
that  kind,  and  that  raises  something  like  10  or  11  millions  for  the 
entire  state.  We  regard  that  four  millions  tax  on  personal  prop- 
erty, which  is  locally  assessed,  locally  collected  and  used  for  county 
purposes,  as  perhaps,  of  all  our  taxes,  the  one  that  is  most  weak  in 
its  enforcement  in  the  different  parts  of  the  state;  and  of  course  it 
is  true  that  the  amount  that  is  paid  by  personal  property  in  com- 
parison with  the  amount  that  is  paid  by  land  is  pathetically  small. 

Mr.  John  A.  Zangerle  (Ohio)  :  I  think  the  severity  of  the 
local  taxes  in  Pennsylvania  may  be  somewhat  arrived  at  by  com- 
paring them  with  the  Ohio  taxes.  As  I  remember,  the  burden 
of  local  taxes  is  substantially  the  same  in  Ohio,  or  was  two  years 
ago,  as  the  total  amount  of  taxes  in  Pennsylvania.  I  am  referring 
to  the  general  property  taxes  and  do  not  refer  to  the  state 
taxation.  The  state  taxation  system  is  on  the  whole  somewhat 
similar  in  Ohio.  It  is  mainly  against  corporations.  We,  of  course, 
haven't  the  anthracite  coal  tax  and  haven't  the  corporate  loan  tax, 
but  on  the  other  hand,  we  have  the  taxation  of  credits.  Instead  of 
taxing  the  debtor  we  tax  the  creditor.  But.  omitting  state  taxation, 
the  total  amount  of  taxes  levied  under  the  general  property  tax  in 
Ohio  and  in  Pennsylvania  is  about  the  same,  and  yet  we  must  have 
in  mind  that  Pennsylvania,  as  I  remember,  has  about  50  or  60  per 
cent  more  population;  I  think  it  has  also  about  50  or  60  per  cent 
more  of  net  income,  as  evidenced  by  the  federal  statistics  under  the 
income  tax  data,  which  would  seem  to  indicate  that  Pennsylvania 
had  not  yet  reached  that  burden  of  taxation  locally  that  other  states 
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in  the  Union  have;  and  Ohio  is  not  excessively  taxed  compared 
with  many  western  states. 

Many  of  the  western  states  have  a  larger  per  capita  tax  than 
Ohio  has. 

Now,  when  it  comes  to  the  matter  of  waste  in  collection,  of 
course  that  point  has  been  stressed  very  much  by  the  Tax  Commis- 
sion, and  lately  by  the  League  of  Women  Voters.  It  has  been  my 
opportunity  to  furnish  them  the  cost  of  collecting  taxes  in  Ohio, 
the  cost  of  collecting  local  taxes  and  mercantile  taxes.  I  feel  that 
the  mercantile  taxes  closely  correspond  with  personal  property  taxes 
in  Ohio.  The  county  treasurers  collect  all  of  the  property  and  real 
taxes;  in  other  words,  the  cost  of  collecting  local  taxes  in  Ohio  is 
one-third  of  one  per  cent,  and  in  this  state  it  is  about,  as  I  re- 
member, two  and  one-half  per  cent,  the  difference  in  the  collection 
of  the  same  amount  of  taxes,  having  in  mind  the  real  estate  taxes 
and  the  mercantile  taxes  is  about  $5,000,000. 

Now,  as  I  put  it  to  some  people,  if  it  is  to  continue  for  a  long 
period  of  time,  and  if  you  can  borrow  money  at  4^  per  cent, 
$5,000,000  is  tantamount  to  an  obligation  of  $100,000,000  in  the 
state,  and  eventually  would  be  amortized,  would  be  wiped  out.  in  the 
difference  between  the  5  per  cent  that  I  have  taken,  capitalizing  the 
$5,000,000  to  $100,000,000,  and  bearing  in  mind  that  the  money 
could  probably  be  borrowed  at  4^  per  cent. 

Here  is  a  problem  of  the  State  of  Pennsylvania  saving  $100,000, 
000.  Eventually  it  will  amount  to  that.  That  is  the  way  I  visualize 
the  matter  of  waste  in  the  collection  of  taxes. 

In  the  matter  of  assessment  of  property,  I  think  if  you  look  up 
the  federal  statistics,  the  federal  census,  you  will  find  that  the  great 
Commonwealth  of  Pennsylvania,  and  even  the  State  of  New  York, 
does  not  seem  to  have  very  much  wealth ;  it  is  not  taxed  at  all  on 
a  per  capita  basis.  The  assessments  are  not  at  all  comparable  with 
the  states  of  Dakota,  Iowa  and  Montana,  and  some  of  those  west- 
ern states.  There  may  be  a  reason  for  it,  but  we  know  that  popu- 
lation creates  land  values  and  stimulates  improvement  values,  letting 
alone  all  this  intangible  wealth;  and  yet  when  you  examine  the 
census  statistics  you  find  that  these  two  states  apparently  have  been 
lacking  in  something,  lacking  in  seriousness,  in  earnestness,  in  the 
matter  of  assessing. 

Now,  I  don't  know  whose  fault  it  is.  or  where  it  lies,  but  I  am 
sure  I  can  read  between  the  lines.  When  I  get  these  per  capita 
assessments  that  the  federal  authorities  have  gotten  out,  which  were 
based  on  the  owners'  opinion  of  their  own  property  values,  I  can 
read  between  the  lines  that  these  two  states  ought  to  show  a  little 
more  seriousness,  more  earnestness,  more  courage  in  the  matter  of 
their  assessments. 
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(George  Vaughan  presiding.) 

Chairman  Vaughan  :  Any  further  discussion  on  any  of  these 
papers?  I  want  to  make  an  announcement.  It  is  about  time  for 
us  to  adjourn.  I  want  to  make  an  announcement  that  tomorrow 
we  expect  two  distinguished  visitors.  I  don't  know  at  just  what 
hour  they  will  arrive,  but  Governor  Hamill  of  Iowa  and  Governor 
Sorlie  of  North  Dakota  will  drop  in  for  a  little  bit,  and  I  hope  we 
have  a  large  attendance  tomorrow  afternoon,  so  that  we  may  greet 
these  distinguished  visitors  in  a  proper  manner. 

Mr.  Edmonds  :  May  I  announce  a  meeting  of  the  Pennsylvania 
delegation  over  in  this  corner  immediately  upon  adjournment  to- 
night. 

Chairman  Vaughan:  Any  other  announcements  now?  If  not, 
we  stand  adjourned  until  tomorrow. 

(Adjournment) 


THIRD  SESSION 
Tuesday  Morning,  November  16,  1926 

President  George  Vaughan  presiding. 

Chairman  Vaughan  :  You  will  please  now  come  to  order. 
Please  find  seats  to  the  front,  and  we  will  get  into  our  session. 

Ladies  and  Gentlemen,  we  have  the  honor  this  afternoon  of  hav- 
ing in  our  presence  Governor  Sorley  of  North  Dakota,  and  I  am 
going  to  ask  him  presently  to  come  forward  and  present  us  with  a 
few  remarks  on  such  subject  as  he  may  want  to  discuss  for  a  few 
moments. 

I  am  reminded  in  connection  with  this  introduction  of  a  story  I 
heard  of  a  landlord  in  North  Dakota,  who  had  a  number  of  tenants, 
and  some  of  them  were  getting  dissatisfied,  and  the  landlord  went 
around  to  collect  the  rent,  and  one  of  them,  who  was  a  Swede,  said, 
"  Well,  I  ban  going  to  leave  you."  He  says,  "  This  is  too  cold  a 
country.  I  ban  going  south."  "Where  are  you  going?"  "Going 
to  South  Dakota." 

So,  we  have  a  gentleman  not  as  far  south  as  South  Dakota,  or  as 
far  south  as  the  state  from  which  I  come,  and  I  am  going  to  ask 
Mr.  Bradley  of  South  Carolina  to  escort  Governor  Sorley  to  the 
front. 

Governor  Sorlie  (North  Dakota)  :  I  am  glad  to  see  so  many 
of  you  here.  This  remark  is  not  fitting  here.  It  is  in  some  places. 
I  spoke  one  time  at  the  penitentiary  in  North  Dakota,  and  the  in- 
mates were  there,  and  I  did  not  know  just  how  to  address  them; 
so  I  said,  "I  am  sorry  to  see  so  many  of  you  here."  But  this  is  a 
case  where  I  am  glad  to  see  so  many  of  you  here. 

This  tax  question  is  one  of  the  most  sensitive  things  that  any  of 
us  have  to  deal  with,  and,  I  dare  say,  will  require  more  thought 
and  more  study  than  any  other  problem  that  we  have  before  us  as 
states  and  localities  and  cities. 

There  are  so  many  ways  of  taxing,  but  you  know  we  all  feel  we 
want  to  pay  our  share  of  taxes,  and  we  all  stand  ready  to  do  that; 
and  this  gathering,  I  understand,  is  primarily  to  see  if  they  can 
equalize,  so  we  ali  get  a  chance  to  pay  our  share.  Some  of  us 
would  feel  awfully  bad  if  we  didn't;  and  I  am  sure  that  with  the 
effort  your  organization  can  put  forth,  you  can  work  it  out  so  that 
we  shall  all  feel  that  we  are  paving  our  share. 

'(80) 
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You  know,  politically,  they  talk  taxes  for  effect.  Now,  I  am  not 
a  politician,  so  I  cannot  do  that.  But  my  idea  of  taxation  is,  we 
must  have  about  so  much  money  to  do  what  ought  to  be  done  in 
a  government,  and  what  money  we  spend  should  not  be  harped 
upon  by  anybody  if  it  is  spent  judiciously.  So,  personally  in  my 
business,  I  don't  care  much  what  the  taxes  are,  if  the  money  is 
spent  equitably  and  judiciously.  You  know,  it  is  only  investment, 
anyway.  What  we  have  money  for  is  investment,  so.  as  a  tax- 
spending  body,  if  we  can  invest  that  money  to  the  best  advantage 
for  society,  then  I  think  we  have  done  our  part.  And,  as  to  the 
equalization  boards,  which  the  tax  commissioners  sit  on  in  the 
different  states,  if  they  can  help  equalize,  so  that  everybody  is 
satisfied,  they  are  doing  their  share. 

Now,  I  am  not  going  to  speak  very  long  this  afternoon.  This  is 
a  kind  of  audience  that  I  never  had  the  pleasure  of  addressing 
before.  I  try  to  get  around  to  all  of  the  dift'erent  organizations 
of  the  state,  you  know,  as  chairman  of  the  board  of  directors,  as  I 
style  myself,  of  this  public  service  corporation  called  North  Da- 
kota. We  have  a  lot  of  commissions  that  have  their  meetings,  and 
I  like  to  attend  all  of  them,  to  get  an  idea  how  they  work. 

The  big  problem  in  all  our  states  is  the  road  problem,  so  I  have 
been  very  much  interested  in  meeting  with  the  highway  commis- 
sioners of  the  dift'erent  states ;  and  of  course  you  must  have  taxes 
to  pay  for  the  roads,  so  this  is  a  most  important  subject,  to  get 
the  money  to  pay  for  roads. 

I  must  tell  you  something  about  Dakota,  because  you  have  heard 
so  little  about  it  in  a  favorable  way.  I  was  in  Chicago  on  Saturday 
night,  and  I  had  a  chance  to  talk  over  the  radio  there.  I  don't 
know  how  many  people  listened  in,  but  I  told  them  a  lot  of  things 
they  had  not  heard  before,  I  imagine,  because  out  in  our  state  we 
had  a  lot  of  publicity,  but  the  wrong  kind  of  publicity.  I  am  not 
blaming  anybody  for  that  except  ourselves,  because  we  did  not  have 
the  faculty  of  getting  out  and  selling  ourselves  to  anybody  else. 

You  who  have  not  been  out  there,  come  out  some  time,  any  time, 
winter  or  summer;  our  weather  is  always  good.  We  left  there  last 
Thursday,  and  we  could  have  been  out, playing  golf  or  tennis  or 
baseball.  The  weather  was  fine,  and  we  hardly  ever  have  any 
snow  out  there.  You  have  heard  about  the  big  snow  storms,  but 
that  is  all  bunk.  We  have  some  snow  all  right,  but  not  the  storms 
you  hear  about.  We  get  cold  weather ;  sometimes  it  gets  down  to 
40.  but  it  isn't  colder  there  at  40  than  down  here  at  zero.  Our 
atmosphere  is  so  dry.  it  doesn't  aft'ect  you.  You  might  freeze  your 
nose  and  ears  if  you  did  not  keep  them  covered,  but  it  would  not 
hurt  you  any.  You  don't  get  icicles  on  your  mustache,  you  know, 
or  anything  like  that,  in  our  country. 
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We  have  a  wonderful  country,  but  I  didn't  come  here  to  sell  you 
North  Dakota,  because  if  you  come  there  it  will  sell  itself  to  you. 

I  dare  say  you  are  going  to  be  busy  this  afternoon,  so  I  am  not 
going  to  prolong  the  agony.  I  will  tell  you  a  little  story  about  a 
couple  of  fellows.  There  were  two  brothers,  and  they  were  start- 
ing out  in  life  themselves,  a  parallel  of  what  we  do  in  North 
Dakota.  We  work  out  there  in  our  own  way.  One  brother  started 
out  to  be  a  seafaring  man,  and  the  other  brother  started  out  to  be 
a  missionary  or  preacher.  After  twenty  years  they  met  at  a  port — 
probably  it  was  Philadelphia,  and  the  two  boys  had  a  lot  of  things 
to  talk  about,  and  they  had  both  taken  parrots  as  pets.  You  know, 
seafaring  men  have  pets,  and  so  do  the  preachers,  I  guess,  when 
they  are  missionaries.  Anyway,  they  set  the  parrots  in  the  corner, 
and  when  the  boys  went  to  visit,  the  parrots  got  lonesome,  and  the 
preacher's  parrot  said,  ''  What  shall  we  do  to  be  saved  ?"  In  a 
little  while  the  seafaring  parrot  said,  "  Pump  like  hell."  That  is 
what  we  are  doing  out  in  North  Dakota.  We  are  just  working  that 
way,  and  we  are  getting  along  fine. 

Chairman  Vaughan  :  I  want  to  announce  that  immediately 
after  the  adjournment  of  this  session  there  will  be  a  meeting  of 
the  executive  committee  here  in  front  of  the  rostrum. 

Henry  F.  Long  (Massachusetts)  :  I  move  you,  Mr.  President, 
that  there  be  appointed  a  nominating  committee  to  bring  in  a  list 
of  officers  for  the  ensuing  year,  composed  of  as  many  ex-presidents 
as  you  can  find  that  are  alive  and  present,  and  three  others. 

Chairman  Vaughan:  Is  there  a  second? 

(Motion  duly  seconded) 

Chairman  Vaughan  :  ]\Ioved  and  seconded  that  the  president 
be  authorized  to  appoint  a  nominating  committee,  consisting  of 
such  former  presidents  of  this  association  as  may  be  in  attendance, 
and  three  additional  persons.  Is  there  any  discussion?  If  not,  all 
of  you  who  favor  that  motion — 

Voice:  You  left  out  one  of  the  most  important  features  of  the 
motion,  and  that  was  not  to  appoint  any  dead  ones  on  that  com- 
mittee. 

Chairman  Vaughan:  I  shall  take  judicial  notice  of  the  neces- 
sity of  observing  that. 

(Ayes  and  noes) 

Chairman  Vaughan  :  The  ayes  have  it.  The  motion  is  carried. 
The  committee  will  be  announced  later. 

This  afternoon's  session,  as  provided  on  the  program,  is  intended 
to  be  somewhat  different  from  the  regular  sessions,  in  that  there 
is  to  be  a  freer  and  more  general  discussion  of  assessment  problems. 
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It  has  been  found  in  the  experience  of  our  past  meetings  that 
the  greatest  benefit  we  get  from  these  meetings  is  the  general  dis- 
cussion, and  that  the  ever-important  problem  of  assessment  is  the 
valuation  of  property.  As  we  know,  taxes  in  this  country  are  an 
exceedingly  disproportionate  expense  on  property,  on  its  capital 
value,  and  the  assessment  of  property  becomes  of  first  importance. 
There  has  been  arranged  to  preside  at  this  meeting  a  gentleman 
who  has  had  long  experience  with  the  tax  commission  of  Kansas, 
which  for  many  years  has  been  regarded  as  one  of  the  foremost 
administrative  bodies  of  that  character  in  this  country.  Mr.  Clar- 
ence Smith  was  for  a  long  time  the  executive  secretary  of  that 
body,  now  under  the  name  of  the  Kansas  Public  Service  Commis- 
sion. He  is  a  member  of  that  body  and  will  preside  at  this  meeting. 
I  shall  not  have  the  professor's  difficulty. 

If  we  make  a  distinction  in  the  character  of  discussion  of  this 
subject  from  any  others,  I  should  say  that  it  was  the  intention  that 
the  prepared  papers  be  somewhat  shorter  than  the  usual  stipulated 
length.  The  usual  length  is  twenty  minutes,  but  since  there  are 
four  different  papers  this  afternoon,  it  was  the  intention  that  they 
would  be  shorter  than  that. 

I  believe  there  is  one  absentee.  Bear  in  mind  to  make  the  papers 
and  the  main  discussion  not  too  long,  so  as  to  afford  opportunity 
for  general  discussion,  and  we  will  proceed  to  that  feature  of  the 
program.     I  will  ask  Mr.  Smith  to  come  forward. 

(Clarence  Smith  presiding.) 

Chairman  Smith  :  Mr.  President,  Ladies  and  Gentlemen,  Mem- 
bers of  the  Tax  Conference: 

The  splendid  introductory  remarks  accorded  me  by  our  president 
recalls  to  mind  a  little  incident  which  happened  a  few  months  ago 
in  a  little  Kansas  town  where  I  happened  to  be  stopping  off  be- 
tween trains.  I  looked  up  the  street  and  saw  a  crowd  congre- 
gating in  a  park  in  the  city  square.  Out  of  curiosity  I  followed 
the  crowd  to  see  what  was  going  on.  It  proved  to  be  a  Grange 
picnic,  and  as  I  came  within  hearing  distance  of  the  platform,  the 
chairman,  who  was  apparently  a  farmer,  and  who  no  doubt  was  a 
better  farmer  than  a  speaker,  was  introducing  the  chief  speaker  of 
the  afternoon. 

It  seems  that  a  professor  from  the  State  Agricultural  College 
was  to  make  an  address  that  afternoon  on  the  subject  of  farm  pests, 
especially  worms.  The  old  chairman  became  somewhat  confused, 
and  in  his  embarrassment,  introduced  the  speaker  in  some  such 
language  as  this :  "  Ladies  and  Gentlemen,  I  take  great  pleasure 
in  introducing  to  you  Professor  Jones  of  the  State  Agricultural 
College,  who  will  speak  to  you  of  worms,  and  I  assure  you  he  is 
full  of  his  subject."  I  may  not  be  full  of  my  subject,  but  I  trust 
I  shall  not  have  the  professor's  difficulty. 
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For  many  years,  as  you  are  no  doubt  aware,  it  has  been  the 
custom  in  a  number  of  the  states,  if  not  required  by  statute,  to  call 
a  meeting  annually,  or  at  other  times,  of  the  assessing  officers  of 
the  state.  In  Kansas  it  is  a  statutory  requirement  that  the  Public 
Service  Commission  call  a  meeting  with  the  county  assessors  bien- 
nially, at  which  time  matters  of  assessment  and  taxation  are  dis- 
cussed at  length. 

At  the  last  meeting  we  had  there  were  some  one  hundred  county 
assessors  out  of  105  in  the  state  in  attendance.  So  practical  and 
instructive  have  these  meetings  been  that  the  program  committee 
of  the  National  Tax  Association  conceived  the  idea  that  if  such  a 
discussion  were  taken  up  on  the  program  of  this  association  it  would 
be  of  great  interest  to  delegates,  inasmuch  as  the  topics  assigned 
are  common  to  most  of  the  states. 

The  committee  felt  that  the  discussions  at  these  conferences 
havQ  dealt  to  a  certain  extent  with  theoretical  phases  of  taxation, 
and  while  this  is  of  great  value  and  not  to  be  minimized  in  the 
least,  still  the  purpose  of  this  round  table  discussion  is  to  suggest 
ideas  which  may  be  carried  home  by  the  delegates  directly  to  the 
deputy  assessors  who  do  the  work  in  the  field. 

I  am  not  acquainted  w^ith  the  manner  in  which  these  conferences 
are  held  other  than  in  my  own  state.  There  the  Public  Service 
Commission  outlines  a  program  in  advance,  so  that  the  discussions 
may  be  systematized,  but  no  particular  topic  is  assigned  to  any  one 
individual.  This  is  because,  as  a  rule,  very  few  county  assessors  in 
the  state  are  specially  qualified  to  confine  their  paper  or  talk  to 
any  one  particular  subject. 

However,  this  is  not  true  in  the  National  Tax  Association,  for 
the  reason  that  the  field  is  so  much  larger  that  the  opportunity  to 
secure  men  who  are  qualified  to  handle  any  particular  subject  is 
not  so  limited.  Therefore,  acting  on  the  suggestion  of  a  number 
of  the  most  active  members  of  this  association.  I  have  taken  the 
privilege  of  assigning  a  few  subjects  to  men  who  are  peculiarly 
well  fitted  to  handle  them. 

After  each  person  who  has  been  assigned  a  subject  has  pre- 
sented it,  the  meeting  will  then  be  open  for  a  general  discussion 
by  all  who  desire  to  participate. 

In  this  connection  I  should  like  to  ask  that  when  any  of  the 
members  arise  from  their  chairs,  they  step  forward,  state  their 
name  and  state,  so  that  the  reporter  may  get  a  full  record. 

The  first  subject  on  the  program  is  the  assessment  on  city  real 
estate.  For  the  discussion  of  this  particular  problem,  this  associa- 
tion is  extremely  fortunate  in  securing  Mr.  Clem  Collins,  County 
Assessor  of  Denver  County.  Colorado,  who  has  kindly  consented 
to  give  some  of  his  views  and  experiences  in  relation  to  assessment 
of  this  particular  class  of  property.  I  take  great  pleasure  in  intro- 
ducing to  you  Mr.  Clem  Collins. 
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Clem  Collins  (Colorado):  Members  of  the  Conference:  As 
Governor  Sorley  was  speaking,  I  could  not  help  but  feel  that  it 
would  be  fine  if  we  could  continue  the  entire  afternoon  with  that 
delightful  line  of  talk.  There  is  nothing  specially  meant  in  the 
word  ''line,"  but  in  that  delightful  talk  of  the  Governor;  and  his 
parrot  story  reminded  me  of  another  one,  where  a  lady  had  secured 
a  parrot  for  a  sailor,  and  his  language  was  not  any  too  circum- 
spect. She,  however,  was  quite  religious,  and  to  keep  the  parrot 
from  swearing  when  the  preacher  called,  which  he  did  every  Sun- 
day afternoon,  she  put  a  sheet  over  the  cage,  and  that  kept  him 
quiet  until  the  preacher  left,  and  then  she  took  it  off  and  turned 
him  loose  again. 

One  time  the  preacher  called  on  Monday ;  she  saw  him  coming 
in  the  door,  and  grabbed  a  sheet,  saying,  ''  My  goodness,  here 
comes  the  preacher,"  and  threw  it  over  the  cage.  The  preacher 
came  in.  and  before  he  had  been  there  very  long,  it  was  too  much 
for  the  parrot,  and  from  the  confines  of  the  sheet  the  lady  heard 
these  words,  ''  It  has  been  a  damn  short  week."  That  is  my  only 
adverse  criticism  of  the  Governor's  talk. 

This  subject  that  has  been  assigned  me,  the  valuation  of  city 
real  estate,  is  one  that  has  been  quite  interesting  to  me,  and  I  am 
sure  it  is  to  a  great  many  of  you  who  have  had  to  do  with  the 
practical  end  of  that  problem. 

Four  years  ago  I  attended  the  first  conference  of  the  National 
Tax  Association.  That  was  my  first  one.  At  that  time  if  I  could 
have  had  a  resume  of  the  findings  of  the  various  officials  of  the 
country  who  had  made  researches  in  this  subject,  it  would  have 
been  w-orth  an  untold  amount  to  me.  Xot  having  the  advantage  of 
that  in  Denver,  and  being  faced  with  the  problem  of  revaluing  the 
entire  city,  because  equalization  had  become  so  far  out  of  line  that 
it  was  an  imperative  need,  we  corresponded  with  cities  all  over  the 
country,  w-ho  were  making  a  study  of  this,  and  secured  a  great 
deal  of  information  that  has  been  helpful  to  us,  and  I  want  to  say 
that  anything  that  I  may  say  here  is  not  original.  No  claim  to 
originality  is  made,  but  rather  it  is  a  resume  of  what  I  have  been 
able  to  gather  from  the  experiences  of  others,  and  in  that  very 
thing  we  get  the  most  out  of  these  conventions,  I  believe,  in  ex- 
changing ideas. 

Now.  on  account  of  the  limited  time  given  to  the  introduction 
of  the  subject,  I  am  not  going  to  attempt  to  advance  any  theories 
on  the  various  problems  involved,  but  rather  present  the  problems, 
in  order  to  provoke  discussion. 

In  the  discussion  undoubtedly  there  will  be  a  great  many  dif- 
ferent opinions  on  the  various  subjects,  so,  with  only  just  a  few 
remarks  as  to  some  of  our  experiences  that  may  be  helpful,  this 
will  be  more  a  presentation  of  problems  encountered  in  the  value 
of  citv  real  ©state. 
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The  subject  presents  a  very  wide  scope  of  problems.  There  are 
so  many  conditions  in  the  different  cities  that  it  would  be  hard  to 
lay  down  a  set  of  rules  that  would  be  applicable  in  all  cases;  and 
therefore  there  must  be  a  more  or  less  careful  adaptation  of  any  of 
the  ideas  to  local  conditions. 

One  of  the  problems  that  we  have  to  face  is  that  of  the  question : 
"  What  is  value  ?'" 

In  working  that  out  in  our  own  field  we  have  found  that  there 
are  many  elements,  each  of  which  must  be  considered.  They  will 
not  all  apply  in  all  cases,  but  they  will  all  apply  in  every  city. 

There  is  the  matter  of  original  cost,  selling  price,  going-concern 
value,  replacement  value,  income  value,  loan  value,  aesthetic  and 
sentimental  value,  full  value,  market  value,  liquidation  value,  cash 
value,  sound  value,  depreciation  value,  insurable  value,  book  value 
and  social  value.  All  those  are  factors  that  must  be  taken  into 
account  in  some  cases  in  every  city. 

In  the  study  of  this  subject,  and  in  corresponding  with  other 
cities,  it  has  been  a  great  pleasure  to  me  to  find  that  considerable 
science  is  being  introduced  into  the  subject, — scientific  appraisals, 
for  a  more  or  less  hit-and-miss  proposition,  or,  as  one  man  has  very 
aptly  put  it,  an  assessment  of  property  and  not  people. 

The  subject  naturally  divides  itself  into  two  parts,  one  the  valua- 
tion of  land  and  the  other  the  valuation  of  improvements. 

In  the  valuation  of  land,  one  of  the  most  helpful  things  in  start- 
ing out  a  survey  of  this  sort  is  to  study  the  original  surveys  of  your 
particular  community;  what  is  laid  to  the  different  subdivisions; 
their  shapes,  and  the  way  they  have  been  laid  out  into  units  of 
blocks  and  lots. 

Then,  there  are  several  factors  affecting  the  value  of  land;  one 
is  the  origin  of  value,  which  in  the  final  analysis  must  always  be 
the  demand;  but  local  conditions  and  local  industries  will  deter- 
mine that  to  a  considerable  extent. 

The  effect  of  population  is  always  to  increase  the  value  and  make 
it  higher,  of  course,  in  the  retail  districts. 

The  factors  affecting  growth  must  have  attention,  inasmuch  as 
the  growth  of  a  city  in  a  certain  direction  is  going  to  increase  the 
values  in  that  direction,  while  it  will  probably,  at  least  possibly, 
detract  from  the  values  elsewhere. 

The  effect  of  adjacent  property,  surrounding  conditions,  either 
for  good  or  for  bad,  is  a  matter  that  must  be  taken  into  account. 
Pedestrian  traffic,  since  that  is  one  of  the  things  on  which  retailers 
place  the  most  credence  in  locating  their  establishments,  is  one  of 
the  things  that  I  think  must  be  considered  in  every  city,  in  order 
to  determine  where  the  center  values  are,  and  the  relationship  of 
values  in  the  retail  district. 

Auto  traffic  is  another  important  factor  but  must  be  interpreted 
entirely  dift'erently  from  that  of  pedestrian  traffic. 
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As  I  say,  I  haven't  time  to  discuss  these  in  detail.  I  am  merely 
suggesting. 

Zoning  and  city  planning  will  change  values,  even  though  the 
development  has  not  yet  reached  the  plans  laid. 

Distribution  of  value.  Under  that  will  follow  the  effect  of  use. 
Naturally  in  the  retail  district  you  will  find  the  highest  values. 
You  will  find  higher  values  in  a  commercial  district  where  there 
is  retail  or  wholesale,  or  manufacturing,  possibly,  than  you  will  in 
residence  sections. 

So,  utility  has  a  great  deal  to  do  with  it.  Then  comes  a  problem 
of  the  basic  units  of  valuation.  The  front  part  of  a  lot  is  worth 
more  than  the  rear.  Being  adjacent  to  the  street  gives  a  higher 
value  to  that  part.  If  you  have  a  piece  of  ground  running  back 
150  feet  from  the  street,  it  has  a  certain  value  situated  in  that  way. 
If  you  divide  that  and  one  man  owns  the  front  50  feet,  and  another 
man  owns  the  back  100  feet,  there  is  an  entirely  different  relation- 
ship of  value.  In  other  words,  the  100  feet  at  the  back  may  be 
worth  considerably  less  than  that  in  front.  This  becomes  more 
important  in  retail  districts,  where  the  advertising  is  an  important 
factor. 

In  wholesale  and  manufacturing  sections  it  ceases  to  b,e  very 
much  of  a  factor,  inasmuch  as  access  is  the  main  thing;  the  adver- 
tising feature  becomes  secondary;  and  therefore  a  little  plot  of 
ground  may  be  of  uniform  worth  over  the  entire  tract. 

In  the  case  of  residences  the  problem  is  much  the  same  as  it  is 
with  retail  business.  Then  we  have  the  problem  of  corner  influ- 
ences. That  is  quite  important  in  retail  business  districts.  The 
extent  is  something  that  all  are  not  agreed  on ;  yet  it  was  very 
interesting  to  me  to  find  that  most  of  the  cities  agree  that  100  feet 
from  the  corner  measures  the  zone  of  influence  that  results  from 
the  intersection  of  two  streets.  In  other  words,  if  your  property 
faced  on  a  given  street,  the  side  street  would  have  a  value  for  100 
feet  from  the  corner. 

Three-street  influence  is  another  important  thing.  We  have  one 
store  in  Denver  that  runs  through  an  entire  block,  and  on  the 
other  side  there  is  another  street;  in  other  words  it  faces  on  three 
streets  although  it  is  not  in  the  form  of  a  triangle.  There  comes 
the  problem  of  measuring  the  benefit  they  get  from  two  corners 
and  three  frontages  on  streets. 

You  will  have  another  situation  of  triangles,  where  there  are 
three  frontages. 

Another  problem  that  is  hard  to  solve  is  to  get  the  proper  rela- 
tionship or  ratio  of  values  on  the  parcels  in  a  corner  100  feet.  In 
other  words,  if  you  have  100  feet  square  on  the  corner,  and  then 
that  is  divided  up  into  two,  three  or  four  ownerships,  how  much  of 
the  value  should  be  put  on  the  man  who  is  on  the  corner ;  how 
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much  on  the  next  lot,  and  the  next,  and  the  next?  If,  as  in  our 
city,  you  have  lots  laid  off  in  25-foot  widths,  100  feet  will  repre- 
sent four  lots. 

Then  comes  the  question  of  how  that  should  be  apportioned,  and 
very  apparently  there  is  going  to  be  a  difference  in  the  ratio 
between  them,  where  both  intersecting  streets  are  of  the  same 
value,  from  what  it  would  be  if  one  street  were  of  a  very  high  value 
and  the  other  street  of  a  very  low  value.  Of  course,  if  the  prop- 
erty is  all  held  by  one  person,  that  problem  is  eliminated. 

In  the  case  of  residences  there  is  a  good  deal  of  difference.  I 
find,  among  those  who  have  studied  the  problem  over  the  country, 
as  to  whether  or  not  there  is  an  advantage  on  the  corner.  Some 
refuse  to  recognize  any  advantage,  and  they  say  a  man  really  has  a 
penalty  if  living  on  a  corner,  inasmuch  as  he  has  to  pay  more  im- 
provement taxes;  he  has  more  cost  of  upkeep.  In  other  cities  they 
say  a  corner  is  worth  more,  and  it  will  sell  for  more,  and  therefore 
it  is  assessed  for  more. 

The  problem  of  irregular  lots  and  triangular,  curved  and  odd- 
shaped  lots  presents  itself. 

Plottage  or  assemblage  value  is  recognized.  Every  company  that 
must  obtain  a  large  plot  of  ground  for  the  conduct  of  its  enterprise 
must  pay  a  larger  price  than  it  would  cost  individuals  in  parcels, 
and  therefore  a  higher  value  should  be  recognized  by  the  assessor. 

Alley  influences.  In  some  cities  we  have  alleys  in  every  block ; 
in  some  cities  we  have  alleys  in  some  sections,  and  in  some  cities 
alleys  in  none  of  the  blocks.  I  was  in  a  city  last  fall  where  all  of 
the  loading  and  unloading  in  the  stores  had  to  be  done  over  the 
front  sidewalk.  I  find  that  some  who  have  made  a  study  of  this 
will  add  ten  per  cent  to  the  value  of  a  plot  of  ground,  on  account 
of  alley  connections.  It  is  very  apparent  that  a  city  that  has  alleys 
in  all  the  blocks  need  not  observe  any  influence  of  the  alley,  be- 
cause they  are  all  served  in  a  city  of  that  sort.  If  there  happens 
to  be  a  few  locations  where  there  are  no  alleys,  it  could  be  handled 
as  a  deduction  rather  than  as  an  addition. 

Local  improvements  naturally  benefit  the  property.  The  extent 
to  which  the  local  improvements  benefit  is  something  that  cannot 
perhaps  be  measured  by  a  uniform  unit  in  all  localities.  The  way 
we  try  to  measure  it  in  Denver  is  to  determine  how  much  market 
value  is  added  by  the  local  improvements.  I  find,  however,  tliat  in 
some  cities  they  add  to  the  cost  of  the  property  the  cost  of  the  im- 
provements. They  do  not  attempt  to  apply  any  other  measurement. 
I  know  that  in  a  great  many  instances  in  Denver  that  would  lead 
to  greatly  over-assessed  property.     So  much  for  the  land. 

Improvements  really  constitute  the  major  end  of  this  subject. 
To  attempt  a  revaluation  of  a  city  of  considerable  size  is  a  great 
undertaking,  on  account  of  the  variety  of  buildings,  kinds  of  build- 
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ings,  and  types  of  buildings.  It  is  a  good  plan,  we  found,  to  give 
considerable  study  to  architectural  terms,  because  we  have  to  deal 
with  people  who  are  more  or  less  versed  in  those  things.  It  was 
necessary  to  train  the  men  how  to  read  plans,  how  to  interpret 
blueprints.     Those  things  were  of  great  benefit. 

Then,  having  studied  the  situation,  we  determined  that  in  the 
City  of  Denver  there  were  27  main  classes  of  buildings.  I  will 
read  them : 

Single  residence,  double  residence,  two-family  residence,  bun- 
galow apartments  and  court,  flat  or  terrace,  tenement,  apartment 
house,  apartment  hotel,  hotel,  store  building,  department  store  build- 
ing, office  buildings,  orphanage,  hospital  or  sanitarium,  bank  build- 
ing, theater,  church,  public  buildings,  fraternal  buildings,  ware- 
houses, factories,  public  garages,  private  garages,  service  stations, 
hothouses  or  greenhouses,  poultry  houses,  barns  or  sheds. 

Those  were  the  main  divisions;  then  for  the  purpose  of  placing" 
the  value  per  unit  in  appraisal  they  were  subdivided  according  to 
the  character  of  certain  minor  features,  which  must  be  considered, 
in  order  to  get  a  careful  appraisal.  These  are  the  number  of 
stories,  basement  (size,  floor,  finish),  footings  and  foundation  walls,, 
walls  above  grade,  roof,  floors,  inside  finish,  heating,  plumbing, 
built-in  features,  porches,  nature  of  construction  (type  of  mate- 
rial), character  of  construction,  meaning  the  grade  of  material  and 
workmanship.  Those  were  the  things  that  had  to  be  taken  into 
account  in  each  of  these  main  classes,  in  order  to  determine  a  rate 
for  each. 

We  found  in  studying  the  subject  that  there  was  a  lack  of  uni- 
formity in  the  unit  used  for  appraising  property.  Some  used  the 
square  feet,  some  used  the  cubic  feet,  some  used  both.  In  Denver 
we  used  the  cubic  feet  entirely.  Also,  I  might  say,  some  use  a  unit 
of  construction,  for  instance,  10  square  feet  of  wall  space  is  figured 
out  to  cost  so  much  for  material  and  workmanship,  or  a  square  of 
roofing.  Units  of  that  sort  were  used,  rather  than  the  square  feet 
or  cubic  feet. 

We  also  found  a  lack  of  uniformity  in  the  methods  of  reducing 
the  building  to  units.  Some  will  ignore  the  footings  entirely. 
Some  will  take  6  inches  for  each  story  for  footings ;  some  will  go 
only  to  the  base  of  the  roof;  some  will  take  the  mean  average 
height  of  the  roof,  and  some  will  take  the  maximum  height,  so  that 
there  is  a  good  deal  of  lack  of  uniformity  in  the  method  of  arriving 
at  the  number  of  units  in  buildings. 

The  cost  per  unit  will  be  found  to  vary  a  good  deal.  Most  of  the 
cities  I  think  have  taken  the  curve  gotten  out  by  various  engineer- 
ing concerns,  magazines  and  publications  that  show  the  cost  of 
erection  of  certain  types  of  buildings. 

After  a  study  of  the  situation  in  Denver  we  found  that  our  cost: 
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did  not  conform  to  this  curve,  and  we  had  to  build  up  our  own  cost 
figures  and  our  own  curve.  The  reason  for  that  largely  is  that  our 
base  of  supply  for  our  major  building  material,  which  is  brick,  is 
Denver.  Denver  is  a  brick  city,  with  practically  no  wooden  build- 
ings. Our  brick  is  all  manufactured  in  Denver.  We  have  no 
freight  problem;  therefore  the  differential  represented  by  the  cost 
of  freight  is  eliminated  in  our  problem.  In  most  of  the  other  cities 
there  will  be  local  problems  of  that  sort. 

We  studied  specific  buildings  in  arriving  at  the  cost  per  cubic 
foot.  The  contractors  and  the  architects  cooperated;  they  laid  be- 
fore us  the  cost  of  buildings  they  were  then  erecting,  and  from 
that  point  we  got  present  costs  which  we  felt  were  dependable. 

It  may  be  interesting,  Mr.  Chairman,  to  give  the  rates  that  we 
use  for  different  types  in  Denver,  and  you  can  compare  them  with 
3'our  own  experience  in  your  own  field. 

In  single  residences,  frame,  from  14  to  23  cents  per  cubic  foot; 
brick,  19  to  40  cents;  stone,  36  to  40  cents;  double  residences, 
frame,  18  to  22  cents;  brick,  20  to  2)2  cents;  two-family  residences, 
frame,  21  to  25  cents;  brick,  26  to  30  cents;  bungalow  apartments 
and  court,  30  to  34  cents;  flat  or  terrace,  19  to  24  cents;  tenement, 
20  to  22  cents;  apartment  house,  30  to  46  cents;  apartment  hotel, 
44  to  50  cents;  hotel,  30  to  51  cents;  store  buildings,  frame,  14  to 
18  cents;  brick,  15  to  30  cents;  department  store  buildings,  30  to 
36  cents ;  orphanages,  28  to  36  cents ;  hospitals  or  sanitariums,  40 
to  50  cents;  bank  buildings,  70  to  80  cents;  churches,  frame,  10  to 
14  cents;  brick,  16  to  34  cents;  fraternal  buildings,  30  to  50  cents; 
public  garages,  8  to  20  cents;  private  garages,  13  to  15  cents; 
greenhouses,  8  to  12  cents;  poultry  houses,  8  to  10  cents;  barns  or 
sheds,  frame,  10  to  12  cents;  brick  from  10  to  15  cents. 

Materials  must  be  studied  as  to  the  cost  per  unit,  and  also  there 
must  be  a  uniformity  in  figuring  quantities,  which  I  found  was 
lacking  in  studying  the  plans  of  different  cities.  The  elements  of 
construction  entering  into  the  building  should  be  observed,  that  is, 
the  relationship  between  the  cost  of  the  different  elements  of  a 
building. 

There  may  a  question  arise  as  to  the  difference  between  two 
buildings  because  one  has  a  different  type  of  roof  or  a  different 
type  of  heating  system,  or  some  different  class  of  material.  There- 
fore it  is  well  to  have  a  relationship  established  between  these  dif- 
ferent elements,  and  in  doing  this  we  have  determined  that  in  our 
locality  the  tin  and  galvanized  iron  in  a  frame  residence,  for  in- 
stance, is  about  1  per  cent  of  the  entire  cost  of  construction,  hard- 
ware is  35^  per  cent,  paint  is  5J^  per  cent,  plaster  8.3  per  cent, 
plumbing  and  heating  9  per  cent,  excavation  and  brickwork  15  per 
cent,  millwork  16  per  cent,  carpenter  labor  17  per  cent,  lumber  19 
per  cent. 
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I  will  not  read  the  others,  but  for  each  of  the  different  types  of 
buildings  we  have  established  a  relationship,  so  that  we  can  check 
up  our  figures  from  that  standpoint. 

Depreciation  is  perhaps  one  of  the  most  difficult  things  encoun- 
tered. It  involves  an  estimate  in  advance  of  the  probable  life  of 
the  buildings  you  are  appraising.  For  a  building  that  is  erected 
new  in  a  new  city,  where  no  buildings  have  lasted  out  their  natural 
life,  it  is  pretty  hard  to  tell  how  long  it  will  last ;  but  they  will  be 
found  to  run,  in  general,  probably  from  20  years  to  90  years  of 
utility  life;  and  by  utility  life  I  mean  the  life  that  the  building  can 
be  used,  regardless  of  physical  depreciation.  The  utility  life  will 
be  shorter  than  the  physical  life. 

In  connection  with  depreciation  I  might  say  that  the  matter  of 
estimating  obsolescence  and  utility  depreciation  is  the  most  difficult 
because  it  is  most  intangible,  but  there  are  certain  limitations  that 
■one  can  use  in  determining  that  factor;  one  is  income,  another  is 
the  fact  that  the  use  for  which  the  building  was  originally  intended 
has  been  entirely  changed.  Those  things  are  helpful,  although  at 
best  it  is  not  an  exact  science,  by  any  means. 

Contributing  factors  to  depreciation  which  must  be  borne  in  mind 
are  such  things  as  natural  deterioration,  effect  of  the  character  of 
construction,  whether  it  is  good,  poor  or  medium,  the  eft'ect  of  re- 
pairs during  the  life  of  the  building  so  far.  A  well-repaired  build- 
ing will  last  longer  than  a  poorly-repaired  one. 

Now,  I  think  I  have  skimmed  over  the  problems,  without  giving 
any  helpful  suggestions,  Mr.  Chairman,  but  I  am  hopeful  that  this 
will  start  discussion  on  the  subject. 

One  other  thing  I  should  like  to  mention,  however,  is  this;  there 
must  be  for  tax  purposes,  or  assessment  purposes,  a  limit  to  the 
depreciation.  I  find  that  many  have  set  80  per  cent  as  the  maxi- 
mum limit  of  depreciation,  so  long  as  a  building  is  standing.  Others 
will  take  75  or  80  per  cent,  so  long  as  a  building  is  standing  and 
in  use,  and  when  it  ceases  to  be  used  it  is  taken  off  the  assessment 
rolls.     I  shall  be  glad  to  hear  a  discussion  on  that  point. 

Another  limit;  there  must  be  some  limit  to  the  assessment.  We 
say  oftentimes  that  we  have  nothing  to  do  with  the  amount  of 
taxes,  that  as  assessors  we  have  nothing  to  do  with  that,  yet  I  can- 
not escape  this  consideration,  that  when  the  taxes  get  so  high  that 
they  take  up  all  of  the  income,  or  a  large  part  of  it,  then  there  is 
a  danger  signal  that  we  should  recognize. 

I  don't  know  how  many  use  this  limit  as  one  of  their  danger 
signals,  but  I  know  some  do,  and  take  16?^  per  cent  of  the  gross 
revenue  from  a  building  for  tax  purposes,  that  is,  as  taxes.  That, 
perhaps,  would  have  to  be  varied  in  different  sections.  But,  I  be- 
lieve that  is  about  the  limit  in  most  sections.  When  it  gets  beyond 
16?^  per  cent  of  the  gross,  then  at  least  very  careful  consideration 
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should  be  given.  That  would  be  one  of  the  things  that  would  help 
to  determine  the  obsolescence  of  a  building. 

Buildings  erected  in  localities  in  advance  of  development  must 
also  be  considered.  A  new  hotel  may  be  built  adapted  to  a  period 
in  advance  of  the  period  in  which  it  happens  to  be  built — expecting 
a  growth.  Well,  during  the  period  intervening  between  the  time 
of  the  erection  and  the  time  of  growth  to  where  there  is  a  paying 
proposition,  the  situation  shoulfl  certainly  be  taken  into  account  in 
fixing  the  value  on  that  piece  of  property. 

Now,  Mr.  Chairman,  if  that  will  be  helpful  in  starting  a  discus- 
sion, I  shall  be  glad.     Thank  you. 

Chairman  Smith  ;  I  feel  sure  I  voice  the  sentiment  of  this  con- 
ference in  saying  we  enjoyed  Mr.  Collins'  talk  very  much.  The 
meeting  will  now  be  open  for  a  general  discussion  of  this  subject; 
and  do  not  forget,  gentlemen,  when  any  one  rises  from  his  seat,  to 
step  up  closer,  so  that  the  reporter  can  get  what  you  say,  and  state 
your  name  and  state.  This  is  all  to  be  compiled  in  a  volume  later 
on,  and  if  we  want  to  turn  and  see  what  this  state  does  we  can 
get  it.     The  meeting  is  now  open. 

R.  L.  Riley  (California)  :  Mr.  Chairman,  I  should  like  to  ask 
the  gentleman  who  has  just  spoken  if  the  sale  value  of  property  has 
any  bearing  on  the  assessor's  roll  ? 

Mr.  Collins:  Mr.  Chairman;  it  has  a  good  deal  of  bearing,  in 
this,  that  I  think  the  sales,  taken  as  a  whole  in  a  city  for  a  year, 
and  compared  with  the  assessed  value  of  the  property  sold,  will  give 
an  indication  of  what  percentage  of  value,  as  measured  by  selling 
price  or  market  value,  assessments  are  being  made. 

Three  years  ago  we  started  such  a  comparison  in  Denver.  We 
kept  a  record  of  every  transfer  of  property;  in  cases  where  the 
consideration  was  not  stated,  using  the  revenue  stamps  as  an  indi- 
cation of  value.  We  kept  a  record  of  all  the  sales,  and  compared 
with  that  record  the  assessed  value  of  the  property  sold.  We  found 
that  we  had  a  certain  percentage  of  that  market  value  assessed. 

Now,  we  recognize  that  in  any  individual  case  the  selling  price 
may  not  be  a  fair  indication  of  value,  but  taken  in  the  aggregate 
we  believe  it  is  a  very  good  guide,  in  fact  the  best  guide  we  have 
as  to  how  our  methods  of  assessment  are  coming  up  to  actual  value, 
because  the  courts  have  said  that  the  best  indication  of  value  is 
what  a  willing  seller  will  take  and  what  a  willing  buyer  will  pay 
under  normal  conditions. 

C.  P.  Link  (Colorado)  :  Members  of  the  conference;  as  a  mem- 
ber of  the  Colorado  Tax  Commission,  we  are  delighted  with  the 
work  that  Assessor  Collins  of  Denver  has  undertaken  for  the  last 
year  and  a  half  and  is  just  now  completing. 
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Getting  to  this  very  practical  question,  separate  and  apart  en- 
tirely from  the  assessor's  records,  we,  in  our  rough  way,  with  our 
meager  help,  do  test  actual  values,  and  I  am  pleased  to  say  that  in 
many  cases  within  the  last  six  months,  where  I  personally  have 
gone  to  buyers  and  sellers  of  property  and  got  conservative  values, 
Assessor  Collins'  figures  are  hitting  very  close  to  actual  sale  values. 
I  do  not  mean  by  that  bankrupt  values,  nor  do  I  mean  sucker  sales, 
where  they  get  in  a  value  that  is  not  value.  When  you  get  real 
values  he  is  hitting  very  close  to  them,  and  I  checked  a  number  of 
cases  two  or  three  weeks  ago  where  he  hit  within  about  4  per  cent. 
That,  of  course,  is  getting  unusually  close.  We  cannot  tell  yet  just 
where  the  market  will  hit  in  total,  but  I  am  inclined  to  think  that 
in  the  great  bulk  of  the  city,  his  assessed  values  are  going  to  hit 
within  10  per  cent  of  actual  sale  values. 

Now,  members  of  the  conference,  we  have  not  sufficient  time, 
of  course,  for  any  particular  work.  We  hit  just  the  high  spots  all 
the  time.  It  is  too  bad  we  cannot  give  a  whole  day  to  city  real 
estate.  It  is  too  bad  that  we  cannot  give  another  day  to  farm 
lands  and  farm  improvements. 

I  want  to  say  to  you,  when  you  get  to  the  vital  things  in  the 
paying  of  taxes,  in  Colorado,  like  most  states,  I  am  convinced  that 
in  a  great  many  cases,  in  every  assessment  made  for  many  years, 
the  farmers  are  paying  their  taxes  out  of  capital  entirely,  and  many 
of  our  stock-men  in  the  West  also;  but  where  they  have  a  fair 
profit,  based  upon  a  6  per  cent  basis,  in  Colorado,  like  many  western 
and  central  states,  they  are  paying  from  25  to  40  per  cent  of  those 
net  profits  in  taxes  which,  as  compared  to  intangibles  and  income 
taxes,  of  course  is  many,  many  times  heavier  than  any  other  kind 
of  tax. 

City  real  estate  is  not  far  behind.  Our  experience  in  Denver, 
which  is  the  metropolis,  not  only  of  Colorado  but  of  the  West, 
until  you  get  to  the  Pacific  Ocean — I  assume  Mr.  Collins  could  tell 
us  something  about  this  point — is  that  of  the  net  profit,  fully  20  per 
cent  is  being  paid  in  taxes.     Wouldn't  you  say  so  ? 

Mr.  Collins:  Yes,  I  should  say  so,  at  the  present  time. 

Mr.  Link:  At  the  very  least;  and  yet,  members  of  this  confer- 
ence, we  drag  along  year  after  year  and  let  these  billions  of  dollars 
of  good,  creamy  wealth  go,  paying  nothing.  If  they  pay  10  per 
cent  of  the  profits,  for  an  income  tax,  they  think  they  are  outrag- 
eously taxed.     That  is  getting  down  to  vitals. 

Following  the  lead  of  Assessor  Collins  in  Denver,  we  have 
Assessor  Hammond  of  Larimer  County,  and  to  my  knowledge,  after 
many  years'  experience,  he  is  the  second  real  assessor  we  have  had 
there  in  over  thirty  years  that  I  have  been  in  the  work.  Larimer 
County  is  the  second  largest  agricultural  county.     He  has  an  ap- 
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propriation  from  his  county  commissioners,  and  now  is  working 
reappraising  improvements,  not  only  town  and  city,  but  farm  lands. 

We  have  certain  other  counties  that  are  willing  to  go.  We  are 
getting  Colorado  started.  And  the  important  thing  is  that  from 
property  itself,  in  Colorado  alone,  with  our  small  population  and 
small  wealth,  this  year  we  are  drawing  from  the  taxpayers  over 
$45,000,000,  the  great  proportion  of  which  is  paid  by  farm  lands, 
city  real  estate,  utility  corporations,  live  stock,  banks,  merchants 
and  manufacturers,  under  some  terrifically  high  rates  of  taxation. 

Now,  we  are  wondering  how  long  it  is  going  to  be  until  Colo- 
rado and  other  states  awake  to  get  a  better  balanced  system  and  let 
all  wealth  pay  its  share. 

Mr.  Zangerle  (Ohio)  :  This  is  a  subject  that  I  should  like  to 
talk  on  all  the  afternoon  if  we  had  the  time  and  the  patience,  and 
if  we  did  not  have  something  else  to  think  about. 

I  think  Assessor  Collins  has  done  an  heroic  work  in  the  way  of 
appraising  city  property.  Of  course,  there  are  debatable  points, 
such  as  the  way  of  appraising  improvements,  for  instance,  his 
classification  making  50  per  cent  variation  in  the  valuation  of  a 
brick  property  as  compared  with  frame.  As  I  jotted  it  down,  the 
single  residence  of  frame  he  appraises  at  14  to  23,  and  brick  19  to 
40.  Well,  when  you  consider  the  figures  that  he  quoted — I  think 
he  is  quoting  from  the  Bronze  and  Brass  Research  Survey  of  the 
building  dollar — they  show  that  the  carpentry  work  is  19  per  cent 
of  the  whole,  while  the  carpentry  work  includes  not  only  the  walls, 
but  includes  everything  in  the  building. 

A  study  that  I  have  made,  and  others  have  made,  as  to  the  dif- 
ference between  the  cost  of  a  frame  and  a  brick  building,  indicates 
that  about  10  per  cent  of  the  structure  is  represented  by  the  frame. 
All  other  improvements  of  that  building  are  identical,  such  as  the 
heating  plant,  and  the  floors,  and  the  plumbing,  and  the  roof.  In 
other  words.  90  per  cent  of  the  structure,  whether  it  is  brick  or 
frame,  is  identical,  and  therefore  there  ought  not  to  be  any  greater 
difference  in  the  cost  of  that  building  than  about  10  per  cent. 
There  ought  to  be  no  greater  difference  than  about  10  per  cent  in 
depreciation,  because  there  is  only  a  difference,  as  I  say,  of  10  per 
cent  in  the  structure  that  is  different  from  the  other. 

But,  those  are  all  debatable  questions,  and  we  assessors  all  find 
where  we  ought  to  change.  The  great  point,  I  find,  in  assessing 
work  is  public  sanction.  The  taxes  are  mounting  high ;  they  are 
getting  great  all  over ;  whether  they  are  great  in  reality  or  merely 
nominally  so,  I  haven't  here  time  to  discuss;  my  own  notion  is  that 
the  taxes  are  nominally  high  and  that  really  they  are  not  high. 

It  is  just  the  same  as  to  the  discussion  of  Mr.  Link  of  Colorado 
as  to  taxes  eating  into  capital  values.  Now,  that  is  only  superficial 
to  my  mind.    Those  who  have  read  the  Bureau  of  Census  statistics 
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in  decades  know  how  capital  values  have  risen,  not  only  in  the 
cities  but  also  on  the  farms,  and  the  places  where  they  have  the 
highest  values  per  capita,  in  the  western  agricultural  states,  where 
they  have  the  greatest  increase  of  values ;  and  how  may  we  recon- 
cile that  with  eating  into  the  capital  values?  Why,  no,  it  has  not 
eaten  into  the  capital  values  at  all.  Of  course,  if  you  are  figuring 
1919  and  1920  values  that  the  farmers  gave  us  or  the  Bureau  of 
the  Census,  taxes  are  now  eating  into  capital  value;  but  surely  we 
are  not  here  to  discuss  the  temporary  movements,  the  cycles ;  we 
are  looking  into  the  large  question :  Are  taxes  really  burdensome  ? 
and  not:  Are  taxes  increasing?  If  you  have  been  reading  at  all, 
gentlemen,  you  know  not  only  that  capital  values  have  been  in- 
creasing, not  only  that  everybody  is  driving  an  automobile,  not  only 
that  everybody  is  bearing  willingly  and  without  grumbling  the  cost 
of  operating  that  automobile,  which  is  greater  than  the  taxes  borne 
by  the  aggregate  in  the  entire  community  in  any  particular  state  of 
the  Union;  not  only  do  you  know  that,  but  you  know  that  the 
amount  of  savings,  during  this  period  of  mounting  taxes,  is  in- 
creasing; you  know  that  the  amount  of  foreign  loans  that  we  are 
making  to  the  foreign  countries  increased  by  perhaps  over  a  billion 
dollars. 

We  could  go  into  a  lot  of  these  evidences  behind  the  scenes  that 
indicate  that  a  great  deal  of  this  talk  about  our  mounting  taxes  is 
bunk.  I  am  not  saying  that  your  taxes  or  my  particular  taxes  or 
that  a  corporation's  taxes,  or  that  in  an  individual  city  the  taxes 
are  not  rising  too  greatly,  and  are  not  out  of  harmony  noticeably; 
I  am  not  discussing  that ;  but  I  am  saying,  let  us  talk  about  mount- 
ing taxes  with  discrimination,  with  a  little  refinement. 

Now,  I  have  gone  off  the  subject  a  little  bit,  but  I  just  want  to 
say,  in  a  general  way,  gentlemen,  you  know  that  money  investments 
must  realize  6  per  cent.  If  they  do  not  realize  6  per  cent,  what  do 
you  do?  Why,  you  put  it  in  other  property  that  will  bring  you  6 
per  cent  while  you  sleep,  without  work,  without  responsibility,  with- 
out liability,  without  risk ;  that  is  what  you  are  going  to  do.  and 
therefore  you  may  deduce  this  thought;  with  a  6  per  cent  invest- 
ment, necessary  to  be  realized  on  a  building,  and  with  the  tax  rate — 
not  a  nominal  tax  rate  of  $2.70,  as  they  have  in  this  city  approxi- 
mately, with  an  assessment  of  perhaps  70  or  80  per  cent — but  with 
the  actual  tax  rate  really  somewhere  more  than  2  per  cent,  the 
taxes  being  paid,  generally  speaking,  in  the  United  States  must 
be  about  one-quarter  of  the  aggregate,  or,  to  put  it  in  terms  of  net, 
one-third  of  the  net.  Now  there  is  SSVs  per  cent.  I  am  one  of 
those  people  who  believe  that  even  though  you  raise  taxes,  and 
even  though  you  confiscate,  as  you  say,  one-half  of  the  capital,  you 
have  not  confiscated  the  capital  because  the  rents  have  got  to  rise, 
or  men  will  flee  the  industry.    The  rents  have  got  to  rise,  and  there- 
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fore  the  capital  is  again  recreated;  there  is  a  new  capital  value 
arising;  it  must.  If  it  does  not  rise,  nobody  will  invest  in  these 
beautiful  buildings  here. 

This  building,  I  discovered  the  other  day  by  calling  on  the  asses- 
sors, is  valued  at  $6,000,000.  If  they  cannot  make  a  profit  of 
$6,000,000 — land  and  building — it  has  got  to  be  reduced ;  it  will  sell 
to  somebody  else  for  less,  and  eventually  there  has  got  to  be  a 
profit  on  it. 

But.  I  did  not  get  up  really  to  discuss  this.  I  only  heard  ]\Ir. 
Link  speak  about  the  invasion  of  capital,  and  it  aroused  me,  be- 
cause we  have  some  vacant  property  in  Cleveland  where  the  tax  is 
eating  into  the  capital.  It  is  not  improved,  and  every  time  we  put 
a  tax  on  that,  it  is  eating  into  the  capital,  the  capital  that  these 
owiiers  are  creating  or  imputing  or  inferring  into  the  property. 
It  has  not  a  capital  value,  of  course,  until  it  earns,  but  nevertheless 
there  are  values  that  these  property  owners  consider  to  be  values 
and  we  have  to  appraise  it  with  assessors,  whether  it  is  making 
earnings  or  not. 

There  is  no  danger  point.  If  a  property  is  not  paying  16^  per 
cent  of  the  gross  in  taxes,  there  is  no  danger  point;  if  it  pays  30 
per  cent,  these  processes  have  got  to  change,  as  I  say,  capital  values 
have  to  change;  and  the  matter  of  farm  lands  I  think  is  the  same 
as  other  lands;  they  are  paying  40.  50  and  60  per  cent  of  the  net 
in  taxes,  and  in  some  cases  100  per  cent  of  the  gross.  They  are 
doing  that  on  all  vacant  land  in  Cleveland;  they  are  paying  more 
than  the  gross  in  taxes,  because  the  land  does  not  earn.  The  ques- 
tion is  whether  it  is  well  improved ;  that  is  the  sole  question  when 
you  are  talking  about  the  danger  point.  Is  it  improved;  is  it  man- 
aged well ;  is  there  any  waste  going  on  ?  Gentlemen,  when  you 
begin  to  value  property  on  its  earnings  you  are  up  in  the  air.  It 
cannot  be  done. 

Referring  to  residence  properties,  it  has  been  my  experience  that 
corner  properties  are  worth  more  by  about  10  per  cent  than  inside 
properties.  That  was  not  so  ten  years  ago.  What  has  affected  it? 
The  automobile.  Everybody  now  has  to  get  into  his  lot.  even 
though  he  has  a  40-foot  lot  and  his  house  is  about  35  feet  wide; 
he  finds  a  corner.  We  have  more  people  who  say  a  corner  is  worth 
more  because  you  can  get  in  with  an  automobile. 

The  one  thing  we  have  the  greatest  difficulty  with,  in  assessing 
residential  property  and  retail,  wholesale  and  manufacturing  prop- 
erty, is  this:  What  is  the  relative  value  of  the  rear  and  the  front? 
There  has  been  an  eft'ort  of  late  years  to  value  manufacturing  prop- 
erty— warehouse  property — dift'erently;  it  is  said  that  the  rear  is  not 
worth  much  more  than  the  front,  yet  they  use  it  the  same. 

Why,  I  had  a  man  tell  me  in  Cleveland,  referring  to  our  leading 
■department  store,  that  after  you  got  in,  every  foot  was  worth  as 
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much  as  the  front  foot  was.  Of  course,  that  is  not  so.  These  errors 
creep  in  through  confusion.  Some  people  think  because  you  utilize 
the  second  zone  of  10  feet  and  the  third  zone  of  10  feet,  the  same 
as  you  use  the  front,  that  therefore  it  is  worth  the  same.  Now,  that 
is  not  so.  The  best  way  of  testing  that  is  to  assume  that  these  sec- 
tions are  under  different  ownership.  If  you  will  just  assume  with 
reference  to  this  building  that  one  man  owns  the  front  50  feet, 
another  man  owns  the  next  50  feet,  and  another  man  owns  the  next 
50  feet,  you  know,  ladies  and  gentlemen,  that  the  man  who  has 
the  first  50  feet  has  the  key  position,  and  he  would  get  more,  no 
matter  what  the  prospective  or  actual  use  of  the  property  is. 

The  greatest  difficulty  I  find  of  late  years,  due  to  new  conditions, 
is  the  fact  that  there  has  been  zoning  going  on  in  our  cities.  I 
think  the  latest  figures  show  that  250,  or  perhaps  it  is  500  cities 
have  adopted  zoning. 

We  find  that  in  a  block  devoted,  for  instance,  to  residential  pur- 
poses, somebody  buys  a  lot.  The  block  may  be  made  up  of  homes 
costing  $100  a  foot  for  the  land,  and  $200  a  foot  for  the  building, 
or  in  multiples  of  that  kind. 

Now,  they  buy  one  of  those  lots,  we  will  say,  for  $300;  they  buy 
one  of  those  lots  that  is  worth  $100  a  foot  and  $200  for  the  build- 
ing. The  building  is  razed,  and  it  costs  them  $300,  and  they  make 
more  intensive  use  of  that  by  putting  up  an  apartment.  What  is 
the  value  of  the  remaining  property?  What  is  the  value  of  all 
those  other  lots  that  have  been  devoted  and  are  being  devoted  and 
prospectively  will  be  devoted  to  residences?  What  is  the  value  of 
the  land  ?  What  is  the  value  of  the  improvements  ?  As  this  apart- 
ment goes  up  you  all  know  that  it  is  the  consensus  of  opinion  that 
it  is  not  as  desirable  to  live  in  that  particular  section,  and  improved 
values  go  down. 

If  anybody  has  made  a  study  of  that  situation  in  your  city,  I 
assure  you  I  should  like  to  get  some  information  on  it.  because 
it  is  my  notion  that  as  an  increased  use  of  that  apartment  site 
develops;  as  an  increased  value  inheres  in  that  apartment  site,  it 
has  created  a  social  waste  in  the  other  residences  round  about  it, 
and  that  from  the  standpoint  of  the  community  there  is  a  big  loss 
instead  of  an  addition. 

This  matter  of  zoning  is  before  the  Supreme  Court  of  the  United 
States,  and  we  figure  that  very  soon  an  opinion  will  be  rendered 
which  will  open  up  a  field  of  activity,  a  field  of  discussion  among 
assessors  that  they  have  not  had  to  consider  heretofore. 

I  am  sorry  to  have  taken  so  much  of  your  time. 

E.  P.  Doyle  (New  York)  :  I  want  to  sound  a  note  of  warning  to 
those  assessors  who  rely  primarily  on  the  sales  in  the  neighborhood 
to  fix  valuations.     We  have  had  some  very  glaring  samples  of  in- 
justice in  New  York  City. 
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I  represent  a  group  of  men  who  are  contemplating  the  expendi- 
ture of  $35,000,000  on  a  building  project.  This  property  was  as- 
sessed last  year  at  $866,000.  A  large  part  of  the  land  was  acquired 
before  people  knew  what  they  wanted  the  land  for;  and  they  paid 
from  $8,000  to  $14,000  a  lot.  Of  course,  after  they  had  bought 
perhaps  a  block  and  a  half,  they  had  to  pay  a  good  deal  higher 
price  for  the  rest  of  the  property,  but  it  was  necessary  for  them  to 
buy  at  any  price  in  order  to  get  the  property  they  contemplated 
improving. 

This  year,  based  on  the  prices  they  had  to  pay,  not  for  the  orig- 
inal plots,  or  what  the  property  was  worth  last  year,  the  property 
was  assessed  at  $1,856,000,  almost  a  million  dollars  more.  In  addi- 
tion to  that,  as  the  project  they  contemplated  would  house  over 
10,000  families,  a  lot  of  people  commercially  inclined  felt  that  there 
would  be  a  great  demand  for  commercial  property  in  that  imme- 
diate neighborhood,  and  began  buying,  of  course  at  an  increase  in 
prices,  until  values  within  three  or  four  blocks  of  that  property,  in 
some  cases,  were  increased  perhaps  two  or  three  hundred  per  cent. 

Now,  it  may  be  that  this  contemplated  project  will  be  abandoned, 
because  there  are  one  or  two  serious  objections  that  have  arisen, 
due  to  the  expenditure  of  this  $35,000,000 — one  or  two  nuisances 
that  may  not  be  abated,  or  they  may  not  be  able  to  abate.  One 
piece  of  property  they  w^anted  to  buy  was  assessed  at  $50,000,  for 
which  they  offered  $350,000.  The  owner  now  has  taken  the  prop- 
erty out  of  the  market  and  won't  sell  it  at  any  price,  hoping  to 
compel  them  to  pay  an  enormous  price. 

Now,  as  a  matter  of  fact,  the  value  of  that  property  has  not  in- 
creased at  all,  and  it  won't  increase,  until  this  new  improvement 
comes  there.  The  prices  that  were  paid  were  no  criterion  of  the 
value  of  the  property.  The  property  is  just  as  inactive  as  it  was  a 
year  ago,  and  yet  the  assessors  have  raised  the  value  $1,000,000. 

I  also  represent  some  factory  sites  on  Staten  Island  Sound,  where 
large  factories  have  been  in  operation  for  a  great  many  years, 
occupying  large  plots  of  land.  During  the  last  several  years  there 
has  been  a  great  real  estate  boom  on  Staten  Island,  and  enormous 
prices  have  been  paid  for  vacant  property — as  high  as  three  and 
four  thousand  dollars  an  acre  for  land  formerly  assessed  at  $100 
and  $150  an  acre.  One  plot  of  land,  formerly  owned  by  ancestors 
of  mine,  which  an  ancestor  bought  for  $100  an  acre  in  1808,  was 
sold  in  1902  for  the  same  price,  100  years  later;  yet,  now  it  is  held 
at  $3000  an  acre.  In  my  judgment  as  a  real  estate  owner,  it  is  not 
worth  any  more  than  it  was  when  my  ancestor  bought  it  in  1808. 

The  assessors  have  increased  the  assessment  on  the  land  on  which 
these  factories  are  located,  based  on  the  prices  asked  by  developers 
for  lots  in  the  vicinity. 

We  had  another  case  at  Rockaway.    You  may  have  heard  of  that 
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boom  a  year  or  two  ago.  Every  Saturday  and  Sunday  men  sat  in 
little  booths  on  the  corners  of  the  streets  buying  and  selling  lots. 
Ninety-nine  out  of  a  hundred  of  those  purchasers  never  went 
beyond  the  initial  payment,  and  there  are  perhaps  several  hundred 
suits  now  in  the  Queens  County  court  to  set  aside  these  contracts 
that  were  signed  and  put  on  record  and  no  further  payment  made 
on  them;  and  yet  the  assessment  was  made  in  all  of  Rockaway  on 
the  basis  of  those  sales.  Of  course,  indignation  meetings  were 
held,  and  the  Department  of  Taxes  and  Assessment  reduced  the 
assessments.  Indignation  meetings  are  going  to  be  held  on  Staten 
Island  now,  and  perhaps  relief  will  be  given  by  the  tax  department. 

This  shows  that  prices  paid  are  not  an  absolute  criterion  of  value. 
A  man  has  a  going  business,  and  he  wants  a  piece  of  property  next 
to  his  store.  The  price  he  pays  for  that  piece  of  property  is  not 
its  value;  it  is  what  the  man  who  has  to  have  the  property  can 
afford  to  pay  for  it.     That  does  not  make  real  value. 

I  think  assessors  in  making  up  their  idea  of  the  value  of  real 
estate  for  appraisal  ought  to  take  into  consideration  a  great  many 
other  things  than  mere  selling  price,  which  they  estimate  by  reve- 
nue stamps.  That  is  a  very  unreliable  thing  to  do.  Many  a  man 
bought  a  piece  of  property  expecting  to  sell  it  again  and  would 
ask  the  seller  to  put  a  great  many  more  revenue  stamps  on  it  than 
the  price  merited,  and  then  the  assessor  would  take  the  revenue 
stamps  on  the  basis  of  value. 

Mr.  Zangerle:  That  Rockaway  property  that  sells  for  $1000  a 
foot,  what  was  it  worth— $1000  a  foot  or  $3000  an  acre? 

Mr.  Doyle:  As  it  turned  out,  it  was  not  worth  anything  much. 
They  did  not  complete  their  contracts,  you  know.  It  was  just  a 
foolish  boom,  something  like  the  Miami  boom. 

Mr.  Zangerle:  Then  it  did  not  sell  for  $1000? 

Mr.  Doyle:  It  was  sold,  and  the  payment  was  made,  and  the 
assessors  based  their  assessment  on  those  sales. 

Mr,  Zangerle:  I  don't  suppose,  Mr.  Chairman,  any  assessor 
would — or  at  least  he  ought  not  to — base  a  value  on  a  nominal  sale 
with  10  per  cent  down,  or  15  per  cent  down,  made  under  high 
financing  methods  and  with  a  brass  band  and  wuth  a  free  lunch 
thrown  in  and  all  that. 

Martin  Saxe  (New  York)  :  I  should  like  to  ask  Mr.  Doyle  with 
reference  to  the  Rockaway  contract,  whether  he  has  not  been  con- 
fused as  to  whether  the  lots  have  been  sold  or  the  men  who  bought 
them  ? 

Chairman  Smith  :  I  wish  to  announce  that  we  shall  have  to 
bring  this  discussion  to  a  close  in  a  very  few  minutes.  We  have  a 
lot  of  other  subjects. 
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Mr.  Pollock  (Pennsylvania):  Mr.  Chairman  and  Gentlemen: 
As  a  professional  appraiser  for  the  last  twenty-seven  years,  special- 
izing in  the  valuation  of  land  and  assisting  assessors  in  the  re- 
valuation of  real  estate  for  the  last  fifteen  or  sixteen  years,  I  have 
been  very  much  interested  in  Mr.  Collins'  discussion.  In  all  the 
lists  of  the  kinds  of  value  he  mentioned,  he  failed  to  speak  of  rela- 
tive value. 

For  assessment  purposes,  my  conception  is  that  that  is  the  im- 
portant consideration.  If  you  have  a  comparison  of  values  of  all 
the  10,000  or  100,000  properties  in  a  community  in  which  each 
property  can  be  definitely  compared  with  every  other  property,  that 
is  an  assessment. 

The  methods  that  we  have  used  I  first  learned  in  Cleveland 
watching  Mr.  Zangerle  and  his  associates  in  1910  apply  the  Somers 
System  to  the  valuation  of  real  estate  in  that  city.  As  a  profes- 
sional appraiser  I  have  directed  the  revaluation  in  nearly  100  cities, 
and  in  every  one  of  these  cities  I  think  it  is  true  that  there  has 
been  a  tremendous  improvement  in  the  assessment ;  that  the  people 
are  satisfied  that  the  assessments  are  equitable  and  fair. 

Now,  I  do  not  want  to  go  into  that  feature  of  the  thing  because 
it  is  illimitable  in  discussion,  but  you  gentlemen  are  taxation  author- 
ities from  all  over  the  country,  and  I  want  to  point  out  one  or  two 
ideas  in  connection  with  the  suggestion  as  to  how  you  are  going  to 
extend  equitable  and  scientific  assessments  throughout  the  country. 

There  is  nothing  in  any  of  the  laws  to  prevent  equitable  and 
scientific  assessments  if  you  have  an  assessor  who  wishes  to  do  so 
himself,  or  if  he  can  secure  the  appropriation  that  is  necessary  to 
an  exact  analysis  of  land  and  building  values.  But,  there  can  be 
no  hope  for  a  general  assessment  until  there  shall  be  a  statutory 
direction  to  the  assessor. 

The  laws  of  the  various  states  have  what  are  supposed  to  be 
definitions  of  value,  but  none  of  them  is  definitive.  In  Ohio  the 
rule  of  valuation  is  the  true  value  in  money;  in  Pennsylvania  the 
rule  is  the  opinion  of  the  assessor  as  to  what  the  property  will 
bring  at  a  fair  sale,  after  notice ;  in  other  states  it  is  market  value 
and  cash  value,  and  so  on,  but  not  one  of  these  definitions  tells  the 
assessor  how  to  get  the  true  value  in  money  or  whatever  it  is. 

There  should  be  statutory  requirements  of  analysis;  and  until 
that  is  brought  about  you  cannot  expect  a  general  adoption  of 
scientific  methods. 

Now,  the  methods  which  Mr.  Zangerle  uses  and  which  have  been 
used  in  a  number  of  other  cities  create  what  I  call  scientific 
democracy.  There  is  in  every  community  a  great  body  of  infor- 
mation as  to  the  comparative  values  of  streets.  You  know  you  buy 
clothing  by  the  yard  and  butter  by  the  pound,  but  you  buy  real 
estate  by  the  front  foot  or  square  foot,  and  neither  of  those  is  a 


DISCUSSION  OF  ASSESSMENT  PROBLEMS  101 

constant  uniform  unit  of  quantity.  However,  the  unit  foot,  which 
means,  when  appraised,  an  opinion  as  to  the  value  which  each 
single  street  reflects  to  the  blocks  fronting  thereon,  100  feet  front- 
ing, and  100  feet  is  a  constant  uniform  unit  of  quantity.  It  is  the 
process  of  valuation  which  we  follow  and  which  we  have  been 
following  in  many  cities,  and  it  calls  for  a  determination  through 
public  discussion  of  the  relative  values  of  the  different  frontages, 
starting  first  at  the  100-foot  frontage  and  valuing  that  in  terms  of 
price  of  the  unit  foot,  and  then  going  through  the  city  and  getting 
what  we  call  a  consensus  of  opinion  of  the  unit  foot  valuation,  and 
when  that  is  determined,  that  is  the  value.  It  is  the  value  of  the 
yard  or  the  pound  or  whatever  you  call  it,  because  it  is  a  definite 
comparative  unit. 

Now,  there  are  variations  of  values  at  different  depths,  where 
there  is  but  a  single  street  value,  and  variations  for  corner  influ- 
ence, and  alley,  and  railway,  and  other  things  of  that  kind,  and 
that  is  where  the  science  comes  in  after  the  democracy  has  ex- 
pressed the  unit  foot  valuation. 

I  have  been  interested  in  the  discussion  as  to  the  effect  of  price 
in  determining  value.  My  experience  is  that  practically  all  prices 
paid  for  land  are  abnormal.  Instead  of  serving  as  a  guide  for 
valuation,  the  prices  paid  for  land  are  simply  evidentiary,  to  be  con- 
sidered on  the  basis  of  circumstances.  You  can  classify  practically 
all  of  the  transactions  in  city  land  under  two  general  headings, 
first;  the  purchase  of  a  particular  property  for  a  particular  purpose, 
next  the  purchase  for  investment  and  speculation. 

In  the  first  instance  the  prices,  unless  the  buyer  is  peculiarly 
fortunate,  are  practically  always  above  normal.  In  the  second  in- 
stance, instead  of  the  seller  being  able  to  fix  the  price,  the  buyer 
fixes  the  price,  because  he  does  not  have  to  buy.  Therefore,  price 
is  not  the  measure  of  value. 

We  talk  about  market  value  in  relation  to  real  estate.  Strictly 
speaking,  there  is  na  market  value  for  real  estate,  but  the  nearest 
approach  you  get  to  it  is  this  expression  of  the  unit  foot  valuation. 
There  is  much  to  this,  but  I  am  going  to  stop  in  just  a  moment,  but 
it  has  seemed  to  me  very  strange  that  taxation  experts  have  not 
heretofore  given  the  attention  that  it  seems  to  me  should  have  been 
given  to  the  question  of  what  value  is. 

All  value  is  relative,  and  therefore  an  assessment  should  be  rela- 
tive, and  the  nearer  you  get  to  the  point  of  view  of  established 
relative  values  for  the  appraisal  of  all  land  in  a  community,  and  all 
land  in  a  state,  and  all  land  in  the  nation,  the  nearer  you  approach 
to  the  basis  which  the  laws  contemplate  and  which  our  good  judg- 
ment approves.     Thank  you. 

Mr.  Collins  (Colorado)  :  May  I  say  one  word?  I  feel  that  I 
should  not  close  without  saying  that  Mr.  Zangerle  unknowingly  has 
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been  of  the  greatest  assistance  to  me  in  my  work  there.  I  look 
upon  Mr.  Zangerle  as  the  daddy  of  this  thing,  akhough  I  must 
refer  to  him  as  a  young-looking  man.  In  that  way  he  really  has 
been  a  pioneer,  and  his  work  I  consider  a  kind  of  a  bible  which  we 
must  adapt  to  our  local  conditions. 

I  found,  however,  that  we  had  one  problem,  that  Mr.  Zangerle 
never  touched  upon,  or  anybody  else;  it  just  shows  how  each  man 
will  have  his  peculiar  problems. 

Our  city  in  the  retail  district  is  laid  off  so  that  the  lots  do  not 
front  on  the  principal  streets;  they  front  on  the  side  streets,  and 
the  side  is  on  the  principal  streets;  so  that  in  our  calculations  of 
corner  values,  the  attempt  to  do,  according  to  the  rules  used  else- 
where, absolutely  broke  down,  and  we  had  to  evolve  new  rules  for 
figuring  corner  benefits  in  our  retail  district,  on  which  I  was  un- 
able to  get  help  elsewhere.  If  any  one  here  has  encountered  that, 
I  should  be  glad  to  know  how  he  solved  it. 

In  regard  to  what  Mr.  Doyle  said,  I  think  he  is  absolutely  right, 
when  you  speak  of  using  sales  as  the  measure  of  value.  That  can 
be  only  one  of  many  factors  by  which  you  should  check  yourself  up. 
No  matter  how  you  are  arriving  at  your  value,  you  should  not  over- 
look any  indication  of  value  that  happens  to  be  available,  and  sales- 
price  is  one  of  those  things  that  are  helpful. 

I  know  one  case  like  those  Mr.  Doyle  mentioned.  A  man  put  on 
stamps  which  cost  him  $640  more  than  he  needed  to,  in  order  to 
put  on  a  big  bond  issue ;  so  that,  so  far  as  a  single  sale  is  con- 
cerned, I  grant  that  that  is  not  very  much  of  an  indication. 

Another  thing,  they  will  sell  on  time  payments.  There  is  a  class 
of  suburban  development  in  Denver  where  property  is  sold  on  easy 
terms,  for  $140  a  lot.  I  consider  that  the  value  of  those  lots  is 
about  $70  or  $75,  and  the  real  estate  men  agree  with  me  on  that, 
because  when  you  put  it  on  a  cash  basis,  and  you  get  the  present 
worth  of  the  payments  as  they  are  strung  out  over  a  long  period 
of  time,  you  have  just  about  $75.  So,  you  cannot  take  the  face  of 
a  sales  contract  absolutely  as  a  basis  for  assessment. 

Chairman  Smith  :  I  wish  to  announce  that  Mr.  J.  G.  Armson, 
chairman  of  the  Minnesota  Tax  Commission,  who  was  to  have  read 
a  paper  on  the  subject  of  classification,  will  be  unable  to  do  so  on 
account  of  sickness.  I  understand  he  is  very  sick.  He  did  not 
send  any  paper  to  be  read,  so  that  will  have  to  be  dispensed  with 
on  the  program. 

Gentlemen,  we  shall  have  to  start  out  on  the  next  subject  or  we 
never  shall  get  through.  The  next  on  the  program  will  be  a  dis- 
cussion of  a  subject  which  is  one  of  the  most  difficult  of  any  in  my 
state,  and  perhaps  like  conditions  prevail  in  other  states;  that  of  the 
assessment  of  merchants  and  manufacturers.  The  gentleman  who 
will  address  you  on  this  subject  is  recognized  by  this  association  as 
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one  of  the  leading  authorities  in  connection  with  the  assessment  of 
this  particular  class  of  property.  I  take  great  pleasure  in  intro- 
ducing Mr.  John  W.  A.  Jeter,  who  will  now  address  you  on  this 
subject. 

J.  W.  A.  Jeter  (Louisiana)  :  Mr.  Chairman,  Members  of  the 
Conference,  Ladies  and  Gentlemen  : 

The  secretary's  memorandum  advising  that  I  had  been  given  a 
place  on  the  program  of  the  nineteenth  annual  conference  on  taxa- 
tion of  the  National  Tax  Association  stated  succinctly  and  to  the 
point,  "  I  am  listing  you  for  brief  introductory  remarks  to  start 
discussion  of  assessment  of  manufacturers  and  merchants."  The 
program  further  admonishes,  "  Introductory  suggestions,"  and  if 
further  warning  were  needed  we  have  the  emphasis  laid  at  the 
opening  meeting  yesterday  that  no  one  can,  may,  must  or  shall 
speak  longer  than  twenty  minutes. 

I  am  grateful  for  all  that,  for  several  reasons,  and  shall  try  not 
to  violate  any  of  the  rules.  I  shall  also  endeavor  to  please  Mr. 
Belknap  by  speaking  frankly. 

Right  here  please  let  me  say  that  in  my  humble  opinion — and  I 
am  very  humble,  I  am  only  a  local  tax  assessor,  you  know — the 
section  of  the  program  which  we  now  have  under  discussion  is  the 
most  important  feature  of  the  conference,  for  the  reason  that  it 
seeks  to  deal  with  the  fundamentals  of  taxation  and,  as  I  see  it,  has 
nothing  to  do  with  the  frills  and  innovations  which  have  been 
tacked  on  and  added  to  the  general  garment  of  taxation  during  the 
last  decade  or  two. 

I  suggested  to  the  conference  last  year  that  what  was  most  needed 
and  required  was  an  intensive  study  of  the  mechanics  of  taxation 
and  less  attention  to  the  theories  of  taxation;  that  more  time  and 
study  should  be  given  to  ways  and  means  of  efficiently  and  con- 
veniently listing  property  and  of  collecting  the  taxes,  and  less  time 
to  dissertations  on  such  things  as  the  income  tax,  excise  taxes,  in- 
heritance taxes  and  so  on,  ad  infinitum. 

This  is  a  natural  and  a  logical  position  for  me  to  take,  for  I  am 
a  local  tax  assessor  and,  having  worked  on  the  job  for  ten  years, 
know  something  of  the  crudities,  the  inefficiencies,  the  inequalities, 
the  hit-or-miss  way  of  trying  to  assess  property  according  to  the 
cumbersome  and,  in  many  cases,  unfair  laws  which  most  of  the 
states  have. 

The  gentleman  who  so  eloquently  welcomed  us  to  Philadelphia 
yesterday  desired  this  conference  to  work  out  a  plan  or  scheme 
which  would  help  him  and  other  property  owners  to  pay  their  taxes. 
And  that,  gentlemen,  seems  to  be  the  universal  cry.  Taxation 
appears  to  be  a  bitter  dose.  In  my  childhood  days  they  gave  us 
castor  oil  "  straight,"  but  the  children  of  today  take  it  in  sugar- 
coated  capsules  or  disguised  in  some  other  manner,  with  the  same 
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beneficial  results  as  of  yore.  Why  can't  something  like  that  be 
done  for  taxation  ?    Like  the  Japanese  school  boy,  "  I  ask  to  know." 

A  certain  and  greatly  beloved  gentleman,  who  has  since  gone  to 
the  reward  that  awaits  all  good  Presbyterians,  said  several  years 
ago,  that  what  this  country  needed  most  was  a  good  five-cent  cigar. 
I  say  to  you,  that  what  this  country  needs  most  right  now  is  a 
painless  tax  system.  Like  the  farmer,  the  taxpayer  is  long-sufifering, 
patient  and  kind.  Lots  of  people,  politicians  principally,  are  always 
and  eternally  proposing  and  promising  to  do  something  for  them, 
but  nothing  is  ever  done. 

I  believe  it  is  admitted  by  everyone  who  knows  anything  about 
the  subject  at  all  that  a  large  amotmt  of  the  criticism  and  objection 
which  seems  to  be  universal  regarding  assessments  and  taxes  is 
because  of  the  work  done  in  the  field  or  by  the  local  officers.  Li 
other  words,  the  largest  portion  of  the  trouble  seems  to  exist  at  the 
source,  and  this  is  because  there  is  no  settled  or  accepted  rule  or 
method  or  plan  or  procedure  for  the  assessment  and  collection  of 
local  taxes,  which,  of  course,  includes  state  taxes  and  all  taxes 
levied  and  assessed  at  any  local  source.  It  appears  to  me  that  this 
is  a  big  and  important  work  which  the  National  Tax  Association 
can  well  afford  to  take  up  and  investigate  for  the  good  of  all 
concerned. 

As  already  stated,  I  feel  that  the  association  should  give  more 
time  to  local  matters  and  problems  of  assessment  and  taxation  than 
it  has  been  doing.  In  other  words,  let  us  devote  less  time  to  the 
theories  of  national  taxation  and  give  more  time  to  the  problems 
of  local  taxation. 

Now,  about  merchants  and  manufacturers.  Like  the  gentleman 
yesterday  who  said  he  was  not  wasting  any  sympathy  on  the  rich 
man,  I  say  the  same  thing  about  merchants  and  manufacturers,  for 
my  experience  has  been  that  they  are  amply  able  and  well  qualified 
to  take  care  of  themselves. 

In  Louisiana  we  have  the  general  property  tax,  and  it  is  just  as 
inefficient  and  unwieldly  as  the  general  property  tax  law  of  any 
other  state.  All  property  is  assessed  on  the  same  basis  and  at  the 
same  rate.  There  are  one  or  two  special  classifications  but  they 
are  not  germane  to  this  discussion  and  I  will  not  mention  them. 

All  property  is,  or  rather  I  should  say  is  required  or  supposed  to 
be  assessed  at  its  full  actual  cash  value,  100  per  cent,  and  in  the 
case  of  merchants  and  manufacturers,  the  kind,  quantity  and  value 
of  the  property  to  be  assessed  is  taken  from  the  books  of  the  mer- 
chant and  manufacturer  as  of  January  first,  each  year.  The  indi- 
vidual, firm  or  corporation  is  required  by  law  to  file  a  sworn  state- 
ment of  the  condition  of  his  business  and  this  statement  is  checked 
against  his  books,  either  by  the  assessor  or  inspectors  of  the  Louis- 
iana Tax  Commission,  or  both.     By  this  method  a  fairly  accurate 
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assessment  is  made  against  this  class  of  property.  The  merchant 
and  manufacturer  is  allowed  to  deduct  from  his  book  values  a  fair 
discount  for  depreciation,  obsolescence,  etc.  Each  case  is  judged 
on  its  merits  and  in  many  cases  the  discount  claimed  by  the  tax- 
payer is  not  allowed.  So  long  as  we  have  the'  general  property  tax 
I  do  not  see  how  the  method  named  can  be  improved  upon. 

The  only  inequality  is  that  the  merchant  and  manufacturer  is 
compelled  to  keep  books  for  various  reasons  and  these  books  and 
other  records  are  open  for  audit  and  inspection  by  the  taxing 
authorities.  They  cannot  escape.  So  this  class  of  property  is  more 
accurately  assessed  and  more  nearly  at  full  value  than  other  classes 
of  property  for  which  there  are  no  records  for  the  assessor  to 
examine.  In  discussing  this  matter  with  gentlemen  present  here  at 
the  conference  from  other  states  it  seems  that  their  trouble  in  not 
being  able  to  secure  a  satisfactory  assessment  from  merchants  and 
manufacturers  has  been  because  there  has  not  been  an  inspection 
of  the  books  and  records  of  the-  property  owners  mentioned.  I  be- 
lieve that  if  they  will  use  the  Louisiana  method  they  will  be  able 
to  correct  practically  all  of  the  evils  of  which  they  now  complain. 

What  I  like  most  about  the  National  Tax  Association  is  that  it  is 
not  a  tax-raising  organization.  We  don't  want  to  raise  anybody's 
taxes.  What  we  seek  to  do  is  to  minimize  taxes,  to  equalize  taxes. 
I  have  never  heard  of  this  association  leading  any  movement  de- 
signed to  dodge  taxes.  This  is  not  a  tax-raising  body,  neither  is  it 
a  tax-dodging  body.  This  association  recognizes  the  necessity  for 
taxation  and  seeks  to  find  ways  and  means,  by  discussion,  investi- 
gation, recommendations  and  proper  publicity,  which  will  tend  to 
so  distribute  the  necessary  burden  that  it  will  not  be  oppressive  on 
any  individual,  class  or  group  of  society  or  business. 

Yesterday  one  gentleman  told  us  that  he  wanted  to  find  and 
locate  more  things  to  tax,  he  also  said  that  the  expenditures  would 
take  care  of  themselves.  He  was  both  right  and  wrong.  I  say, 
"  Yes,  let's  find  more  kinds  of  property  to  tax,  property  that  is  now 
escaping  taxation,  because  of  some  favored  laws  or  lack  of  laws, 
provided  the  rates  are  reduced  on  other  property  which  is  now 
paying  more  than  its  just  share." 

The  great  curse  of  this  entire  system  of  raising  money  for  public 
purposes  is  that  it  is  not  in  all  cases  wisely  expended.  I  agree 
heartily  with  the  gentleman  from  Indiana  who  spoke  on  this  sub- 
ject yesterday.  The  system  of  expenditures  must  and  will  have  to 
be  drastically  and  materially  reformed  if  we  are  to  ever  get  any 
relief  from  the  rapidly  mounting  tax  bill.  Local  taxes  are  bearing 
down  heavily  upon  the  people.  Schools  and  roads  take  most  of  the 
money.  At  present  I  can  see  no  relief  from  road  expenditures,  but 
I  do  believe  that  a  big  retrenchment  can  be  made  in  school  expendi- 
tures without  at  all  slowing  up  or  harming  public  education.     But 
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that  is  another  and  a  long  story  and  I  have  already  taken  up  more 
of  your  time  than  I  should. 

In  closing,  let  me  say  that  another  big  problem  insistently  de- 
manding settlement  is  the  assessment  and  collection  of  taxes  on 
automobiles.  I  hope  that  this  matter  will  be  discussed  at  this  meet- 
ing. Local  assessors'  offices  all  over  the  country  are  being  literally 
swamped  with  work  incident  to  the  assessment  of  this  class  of 
property  and  I,  for  one,  earnestly  look  for  a  convenient  and  an 
efficient  way  of  handling  this  big  and  important  problem.  If  it  has 
been  solved  in  other  states  I  should  greatly  appreciate  knowing  just 
how  it  was  done. 

Chairman  Smith  :  Mr.  Jeter's  talk  has  been  very  enlightening 
to  me,  and  I  know  it  has  been  so  to  the  entire  conference.  The 
meeting  will  now  be  open  for  discussion  relative  to  the  matter  of 
assessment  of  merchants  and  manufacturers.  I  should  like  to  hear 
from  any  of  the  members. 

F.  A.  Carlson  (New  York)  :  Jamesto\\Ti  is  an  average  city,  ajid 
has  50,000  population.  We  have  solved  a  great  many  municipal 
problems  but  we  found  that  the  matter  of  assessment  of  property 
was  a  troublesome  one.  Our  assessor  attempted  to  inaugurate  a 
system  and  there  was  a  great  deal  of  protest  from  manufacturers 
and  other  owners  of  revenue-earning  properties.  They  insisted  on 
having  experts  brought  into  the  city  to  check  up  the  method  that 
had  been  adopted,  and  we  consented  to  the  employment  of  these 
experts.  They  came  into  our  city  and  introduced  what  is  known 
as  the  Somers  System.  Under  that  system  we  appointed  a  com- 
mittee of  citizens,  seven  business  men,  representing  manufacturing 
interests,  banking  interests,  lawyers  and  real  estate  interests.  This 
committee  proceeded  to  ascertain  which  was  the  most  valuable 
block  of  our  city.  Having  ascertained  which  was  the  most  valuable 
block,  they  then  proceeded  to  determine  the  front  foot  value  of  that 
block.     They  found  that  it  was  $1500  a  front  foot. 

Then  we  called  a  public  meeting,  and  the  public  meeting  ratified 
the  value  which  this  citizens'  committee  had  ascertained,  and  the 
Somers  experts  also  agreed  on  that  proposition.  Having  ascer- 
tained which  was  the  most  valuable  block  in  the  city,  the  most 
valuable  street — the  committee  then  proceeded  to  ascertain  which 
was  the  next  most  valuable,  and  so  worked  on,  until  they  got  to  10 
and  25  per  cent  residence  property  on  the  outskirts. 

We  found  we  were  able  to  reduce  our  tax  rate  by  this  method 
from  $40  to  $20  per  $1000  for  city  and  school  purposes.  We  called 
in  all  the  taxpayers  at  various  meetings.  It  was  a  matter  of  open 
discussion — no  secrecy  about  it  whatever.  These  experts  proceeded 
in  a  scientific  manner  to  ascertain  and  get  the  street  values  of  prop- 
erty in  the  city,  and  then  they  valued  the  buildings  on  the  cubic 
foot  basis. 
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We  have  in  the  City  of  Jamestown  an  appointive  assessor;  we 
also  have  a  board  of  correction  and  review;  this  board  of  correc- 
tion and  review  is  appointed  partly  by  the  city  council  and  partly 
by  the  mayor,  and  this  board  reviews  all  complaints.  When  we 
had  completed  this  scientific  method  we  found  that  there  were  only 
three  per  cent  of  the  taxpayers  of  our  city  who  made  complaint, 
and  only  one  per  cent  of  these  complaints  were  deemed  necessary 
to  be  corrected  by  the  board. 

Some  of  the  large  property  interests — one-half  dozen  or  so — 
attempted  to  bring  legal  action,  but  the  courts  sustained  the  city  in 
the  adoption  of  this  plan. 

The  point  I  want  to  make  reference  to  is  as  to  merchants  and 
manufacturers.  It  was  these  people  who  first  objected  to  this  inno- 
vation and  insisted  on  having  experts  come  in  and  check  us  up,  so 
to  speak.  They  were  unconsciously  brought  into  a  position  where 
they  were  obliged  to  acquiesce  in  this  method,  and  so,  when  we  got 
through,  there  were  only  three  per  cent  of  the  taxpayers  who  made 
any  complaint. 

James  H.  Stewart  (Montana)  :  May  I  ask  Mr.  Jeter  a  question: 
Do  you  use  a  particular  form  for  returns  of  your  merchants  and 
manufacturers? 

Mr.  Jeter  :  No ;  it  is  a  general  form  used  for  all  classes  of 
property. 

Mr.  Stewart  :  You  require  an  affidavit  from  each  property 
owner  ? 

Mr.  Jeter  :  Yes,  sir. 

Mr.  Stewart:  Who  determines  the  matter  of  depreciation? 

Mr.  Jeter:  The  allowance  for  depreciation  is  always  an  arbi- 
trary one,  never  exceeding,  however,  25  per  cent. 

Mr.  Stewart  :  That  is  the  maximum  ? 

Mr.  Jeter:  Yes. 

Mr.  Stewart  :  That  is  one  of  the  most  important  problems  we 
have  to  deal  with  in  my  state.     I  thank  you. 

Mr.  Zangerle  (Ohio)  :  I  don't  like  to  inject  myself,  Gentlemen, 
into  the  proceedings  too  much,  but  this  is  a  matter  I  think  we  have 
given  a  great  deal  of  consideration  to  in  my  county,  and  that  is  the 
matter  of  valuing  personal  property  of  merchants  and  manufac- 
turers. 

Ohio  is  one  of  the  few  large  industrial  states  that  still  has  per- 
sonal property  under  the  general  property  tax  laws.  New  York 
hasn't  it,  Pennsylvania  hasn't  it;  I  think  Indiana  still  has,  and  Illi- 
nois somewhat.     When  I  say  "  somewhat "  I  assume  that  the  tax- 
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payer  pays  about  $9.70  on  one-half  value,  which  would  indicate  on 
full  value,  about  $4.80;  and  when  you  get  a  tax  rate  of  $4.80  we 
know  there  is  something  the  matter  with  the  administration  of 
that  law. 

But,  Mr.  Jeter  has  asked,  may  there  be  any  improvement  in  this 
condition?  He  says  and  thinks  they  are  administering  to  the  best 
of  their  ability. 

I  think  the  matter  of  depreciating  and  allowing  a  merchant  or 
manufacturer  to  depreciate  from  his  own  books  is  a  very  serious 
thing.  It  ought  never  to  be  done.  It  is  the  only  branch  of  taxation 
where  the  assessor  has  accomplices ;  where  he  has  somebody  to  help 
him,  without  paying  for  it.  You  do  not  have  that  under  the  income 
tax — federal  or  state.  You  do  not  have  it  in  the  taxation  of  real 
estate.  In  the  taxation  of  real  estate  you  have  to  assess  uniformly, 
no  matter  whether  this  building  on  the  balance  sheet  is  put  in  at 
$6,000,000  for  land  value,  and  that  site  over  there,  of  the  same  size, 
is  in  at  $5,000,000 ;  you  cannot  take  this  at  6  and  that  at  5,  because 
you  would  be  indicted  immediately  for  unfair  practices,  and  it 
would  not  stand  anywhere  before  a  jury  or  before  a  court.  There 
has  to  be  equal  taxation,  no  matter  what  the  men  say  their  property 
is  worth. 

However,  when  you  get  to  personal  property,  and  they  say  on 
their  books,  "  Our  property  is  worth  so  much  for  machinery,  so 
and  so  much  for  credits,  and  so  much  for  our  inventory,"  you  have 
a  statement  that  cannot  be  beaten,  and  an  assessor  that  attempts  to 
beat  it  and  who  imputes  to  himself  superior  judgment  in  the  valu- 
ing of  the  property,  well,  I  don't  know,  I  will  not  say  what  I  think 
of  him,  because  I  think  that  he  is  arrogating  to  himself  a  power,  a 
judgment  and  discretion  that  he  ought  not  to  invite. 

I  have  no  brief  for  or  against  the  merchant  or  manufacturer.  I 
am  not  here  to  say  that  they  are  taxed  too  heavily  or  too  lightly; 
some  are  and  some  are  not;  I  know  in  my  own  community  there 
are  1500  merchants  and  manufacturers  who  are  yearly  going  out 
of  business.  We  have  a  lot  of  new  ones,  we  have  1500  go  out  of 
business,  and  to  tell  them  that  they  are  being  taxed  lightly  of  course 
would  be  just  suicide,  especially  to  a  man  who  is  required  every 
four  years  to  run  for  re-election,  as  yours  truly  is. 

These  merchants  present  a  balance  sheet,  which  balance  sheet 
has  authenticity  or  credibility,  by  first  being  filed  with  the  federal 
authorities,  for  the  purpose  of  the  income  tax;  secondly,  it  is  filed 
with  the  stockholders,  for  the  purpose  of  getting  credibility  from 
them  for  the  re-election  of  the  board  of  directors;  and  when  it  is 
given  to  the  board  of  directors  for  the  purpose  of  securing  the 
election  of  the  executives  at  their  munificent  salaries,  in  many  cases 
$25,000,  $50,000  a  year.  When  you  get  all  these  things  to  support 
you,  why,  go  behind  the  scenes  and  see  if  there  is  any  depreciation 
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"beside  what  you  have  already  taken  off,  and  which  we  do  not 
know  about,  without  checking  up  the  books.  By  the  way,  we 
compel  them  to  file  the  same  balance  sheet  that  they  file  with  the 
federal  authorities,  not  only  that  balance  sheet  but  the  balance  sheet 
of  the  year  before,  and  not  only  that  but  we  check  the  books  of 
the  company  with  that  balance  sheet,  so  that  we  know  what  we  are 
appraising  these  people  at. 

Think  of  me  going  down  to  Wanamaker's  to  make  a  valuation, 
hiring  the  best  deputy  I  could  in  this  city,  at  $25,000  a  year.  I 
should  not  be  authorized  to  pay  that,  although  I  am  paying  $6000 
a  year  and  would  pay  more  if  necessary,  and  do  intend  to  pay  more, 
because  a  good  assessor  is  worth  it,  and  an  assessor  that  has  charge 
of  the  valuation  of  millions  of  dollars  of  property,  gentlemen,  can- 
not be  over-paid.  There  are  too  many  influences  working  against 
him,  and  he  is  the  most  under-paid  ofiicial,  for  the  responsibilities 
lodged  in  him,  of  any  official  having  to  do  with  government.  I 
could  not  go  down  there  and  value  that  store.  I  say  to  them, 
"  Whatever  you  have  on  your  books  that  I  am  willing  to  accept." 
It  produces  inequalities.  What  kind?  A  failing  merchant  puts  a 
value  on  his  books  for  the  purpose  of  floating  bonds,  getting  credit 
from  bankers;  it  puts  a  burden  on  him;  he  has  to  keep  his  values 
up;  and  the  assessor  comes  along  and  takes  it.  A  successful  mer- 
chant puts  on  his  book  no  values;  he  depreciates  so  heavily  and  so 
largely  that  he  is  under-appraised;  but  there  is  nobody  who  can 
get  away  from  some  inequality  in  taxation. 

When  you  figure  that  there  are  probably  in  this  country  ten  or 
fifteen  thousand  corporations,  representing  all  kinds  of  activities,  I 
will  say  the  test  that  produces  the  greatest  sanction  is  to  take  the 
merchant's  books  and  make  him  pay  on  that. 

Now,  that  over-appraises,  relatively  to  real  estate.  In  my  opinion 
it  over-appraises  them;  we  get  125  per  cent  of  their  value  instead 
of  100  per  cent.  So  we  take  80  per  cent,  as  a  matter  of  equaliza- 
tion and  not  as  a  matter  of  valuation.  I  would  suggest  that  as  an 
improvement. 

J.  F.  ZoLLER  (New  York)  :  I  notice  that  all  these  discussions  that 
have  preceded  evidently  come  from  the  assessing  authorities.  I 
have  always  been  on  the  other  side  of  the  proposition.  I  am  the 
fellow  who  looked  after  the  taxes  that  the  fellow  had  to  pay;  and 
I  was  wondering  if  it  would  be  appropriate  for  me  to  inject  myself 
into  this  discussion  at  this  time,  because  I  have  given  it  a  great 
deal  of  thought;  and,  strange  as  it  may  appear,  notwithstanding 
the  fact  that  I  have  always  represented  large  taxpayers,  I  never 
objected  to  a  taxation  system  yet,  if  I  felt  that  it  was  equal  and 
that  everybody  similarly  situated  was  being  taxed  in  the  same  way. 

I  have  always  objected  to  the  personal  property  tax,  the  ad 
valorem  tax  on  personal  property,  not  because  personal  property 
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ought  not  to  be  taxed,  but  because,  so  far  as  my  experience  goes,  I 
have  never  kno\vn  a  locality  yet  that  was  able  to  assess  all  the  per- 
sonal property  in  that  locality;  and  my  belief  has  been  confirmed 
by  the  gentleman  who  preceded  me,  that  the  large  taxpayer,  who  is 
bound  to  keep  books,  was,  after  all,  the  fellow  w^ho  paid  most  of 
the  personal  propery  tax,  because  if  he  does  not  keep  books,  there 
is  no  way  to  check  up  and  find  out  whether  or  not  he  is  being 
assessed  on  100  per  cent  of  his  personal  property,  or  on  5  per  cent 
of  it. 

Now,  I  think  that  inequality  is  bound  to  exist,  and  I  do  not  be- 
lieve that  there  is  a  tax  assessor  in  this  audience  even,  or  any  other 
place,  that  is  so  unfair  as  to  believe  that  large  taxpayers,  because 
of  their  size,  should  be  treated  any  differently  than  any  other  tax- 
payer. 

We  absolutely  found  in  the  State  of  New  York — and  reference 
has  been  made  here  this  afternoon  to  the  State  of  New  York — we 
found  by  investigation  that  we  had  about  three  times  as  much 
personal  property  in  New  York  as  we  had  real  estate;  but  we 
found  under  the  old  personal  property  tax  that  we  were  not  assess- 
ing as  much  personal  property  in  New  York  as  we  were  real  estate, 
and  for  that  reason  I  was  opposed  to  the  ad  valorem  personal  prop- 
erty tax,  and  we  drifted  away  from  it.  We  may  have  adopted  a 
system  which  will  breed  inequalities,  too,  but  I  don't  believe  that 
New  York,  or  I  would  venture  to  say  any  other  state,  that  has  de- 
parted from  the  ad  valorem  personal  property  tax  will  go  back 
to  it.  We  may  substitute  something  that  may  not  work  out  entirely 
satisfactorily,  and  we  may  have  to  change,  and  so  on,  until  we  get  a 
perfect  system,  or  as  nearly  perfect  as  it  is  possible — and  of  course 
a  perfect  system  is  impossible — but  the  point  I  want  to  make  here 
is  this,  that  I  do  not  believe,  and  never  did  believe,  and  I  am  not 
convinced  now,  that  it  is  possible  to  assess  personal  property  gen- 
erally in  any  taxing  locality.  We  have  discussed  that  in  these 
meetings  year  in  and  year  out,  and  I  have  attended  all  of  them 
since  1914,  and  I  assumed  that  people  pretty  generally  were  coming 
to  the  conclusion  that  the  ad  valorem  personal  property  tax  was 
something  that  could  not  be  enforced  with  any  degree  of  uni- 
formity. 

You  can  assess  it  on  corporations,  and  using  the  books  is  the 
proper  way  to  do  it,  because  corporations  have  to  keep  correct 
books  of  account,  for  all  those  purposes  that  Mr.  Zangerle  spoke 
about,  and  other  purposes,  and  they  are  the  best  evidence  there 
is  of  the  value  of  the  property.  There  is  no  doubt  about  that, 
but  what  about  the  small  merchant  or  the  individual  that  has  tax- 
able personal  property,  that  keeps  no  books,  or  can  change  his 
residence  and  live  somewhere  else  and  carry  his  personal  property 
there  for  assessment  purposes.    He  says  to  the  assessor,  "  Will  you 
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take  so  much  of  my  personal  property,  or  shall  I  move  over  in  some 
other  county,  or  at  least  establish  a  residence  there?"  A  corpora- 
tion cannot  do  that.  Their  business  must  be  fixed,  and  there  is  no 
question  about  assessing  the  property  of  corporations,  large  cor- 
porations, that  must  keep  correct  books  of  account.  I  believe  it  is 
unfair  to  assess  them  on  all  their  personal  property  without  giving 
them  some  credit  for  the  personal  property  which  every  assessor 
knows  is  escaping  taxation.     I  think  that  is  a  fair  proposition. 

We  changed  from  the  personal  property  tax  to  the  income  tax  in 
the  State  of  New  York.  Whether  that  income  tax  is  as  good  a  tax 
as  could  be  put  on  the  statute  books  of  the  state  I  do  not  pretend 
to  say,  but  I  know  this,  that  as  a  revenue  producer  it  has  produced 
four  or  five  times  as  much  revenue  for  the  State  of  New  York  as 
it  ever  got  out  of  the  old  ad  valorem  personal  property  tax. 

It  is  very  difficult  to  discuss  these  subjects  without  coming  in 
conflict  with  some  other  class  of  taxpayers,  but  I  do  not  believe 
taxpayers  as  a  rule  will  get  anywhere  by  taking  a  position  that  they 
want  to  avoid  or  evade  their  taxes,  in  the  hope  that  the  burden  will 
be  borne  by  somebody  else.  I  don't  believe  we  can  do  anything 
constructive  unless  everybody  is  willing  to  sit  around  the  table  or 
get  together  and  agree  upon  a  system  that  will  be  adequate  and 
fair  to  all  people  concerned.  I  think  in  the  long  run  that  is  the 
best  thing  for  all  kinds  of  taxpayers,  because  I  do  not  believe 
evasion  or  avoidance  gets  any  particular  class  of  taxpayers  any- 
where in  the  last  analysis  of  the  situation. 

I  would  not  object  to  any  system  if  I  felt  reasonably  certain  that 
everybody  was  paying  as  he  was  expected  to  pay  under  that  par- 
ticular system.  I  would  not  object  to  a  personal  property  tax  if 
you  could  put  it  on  the  roll  and  if  we  got  all  the  personal  property 
on  the  roll.  If  that  were  true  in  the  State  of  New  York  or  any 
other  state  the  rate  would  necessarily  be  so  low  that  if  there  were 
any  inequalities  they  would  be  negligible. 

I  do  not  believe  that  you  can  undertake  to  get  an  ideal  system 
that  will  do  justice  in  all  cases  without  making  exceptions,  and  I 
do  not  believe  that  any  one  plan  of  taxation  is  going  to  fit  into  the 
whole  situation.  I  think  that  we  must  have  different  plans  for  dif- 
ferent classes  of  taxpayers. 

I  want  to  say  one  thing  about  the  farmers  here;  I  think,  as  a 
matter  of  fact,  that  whether  you  agree  to  it  in  principle  or  not,  at 
the  present  time  the  farmers  are  paying  about  all  you  are  likely  to 
get  out  of  them.  You  can  say  that  they  are  only  paying  taxes  on 
land,  in  some  localities,  upon  the  ground  that  their  personal  prop- 
erty is  either  exempt  or  because  of  their  being  allowed  to  deduct 
their  debts,  as  they  are  in  the  State  of  New  York,  and  debts  on 
real  estate  at  that;  you  can  say  that  they  avoid  personal  property 
taxes  and  are  therefore  paying  only  on  bare  land;  that  they  should 
pay  something  in  respect  to  personal  property. 
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An  investigation  was  made  by  an  impartial  board  in  the  State  of 
New  York  with  respect  to  the  farmer's  situation,  and  the  conclu- 
sion was  that  the  farmer  was  paying  less  in  taxes  than  some  other 
groups,  but  with  what  he  had  to  pay  with,  the  conclusion  was  that 
the  burden  upon  him  was  greater  than  it  was  upon  any  other  class 
of  taxpayers. 

Now,  I  think  that  is  probably  true,  but  we  people  who  do  not 
want  to  pay  somebody's  else  taxes  if  we  can  avoid  it,  and  do  not 
want  somebody  else  to  escape  taxation,  because  somebody  has  to 
pay,  and  it  may  be  we,  are  nevertheless  confronted  with  the  propo- 
sition that  is  of  great  interest  to  industrial  taxpayers,  large  and 
small,  and  that  is  to  have  the  farming  locality  prosperous,  and  if 
we  can  do  anything  to  reduce  the  farmer's  taxes  from  what  they 
are  now,  and  have  that  burden  absorbed  in  some  way,  fairly  and 
equitably,  I  believe  that  the  increased  prosperity  of  the  agricultural 
community  will  more  than  ofifset  the  burden  that  may  be  put  onto 
some  other  class  of  taxpayers  as  a  result  of  the  reduction  in  the 
taxes  that  would  otherwise  be  levied  on  the  farmer.    Thank  you. 

Anne  Monahan  Wendt  (Wisconsin)  :  There  are  two  questions 
I  should  like  to  ask.  I  should  like  to  ask  the  gentleman  from  Ohio 
one,  and  I  should  like  to  ask  the  gentleman  from  Denver,  Colorado, 
the  second. 

I  should  like  to  ask  the  gentleman  from  Ohio  if  it  is  his  experi- 
ence that  merchants  and  manufacturers  return  in  great  percentage 
incorrect  returns.  It  seems  to  me,  aside  from  the  penalties  that 
both  states — where  there  are  state  income  taxes — and  the  federal 
authorities  apply  against  incorrect  returns,  that  there  would  be  a 
peril  for  the  man  who  depreciates  his  inventories,  to  cover  fire  in- 
surance he  wants  to  carry.  If  he  depreciates  his  stock,  his  per- 
sonal property,  he  has  difficulty  in  collecting  the  fire  insurance,  and 
the  man  who  would  increase  his  stock  of  merchandise  or  his  per- 
sonal property  to  a  point  beyond  its  value,  and  borrow  on  such  a 
statement,  would  he  not  put  himself  in  peril  with  the  bankruptcy 
laws,  in  case  he  became  bankrupt  ?  Isn't  the  peril  too  great  ?  I  ask 
the  gentleman  from  Ohio,  isn't  the  peril  too  great  to  a  man  who 
either  increases  or  decreases  his  inventory,  in  other  words,  makes 
an  incorrect  return?  If  he  makes  an  incorrect  return  aren't  the 
penalties  too  severe  ?  I  should  like  to  know  your  experience,  for 
that  is  in  my  line,  in  accountancy. 

Mr.  Zangerle  (Ohio)  :  You  cannot  make  the  penalty  so  drastic 
that  property  owners  will  not  take  chances.  They  have  put  them 
on  the  thumb-screw  and  rack  for  many  years,  to  get  a  correct 
statement  from  taxpayers  of  their  property,  especially  intangible 
property,  and  it  never  did  the  trick.  It  depends  upon  what  the 
conscience  of  the  community  is.    If  people  generally  lie  about  their 
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assessment,  why  it  is  all  right  for  an  individual  to  lie;  and  if  in  a 
state  like  New  York  the  assessing  of  personal  property  degenerates 
so  far  that  they  do  not  get  anything  out  of  it  any  more,  why,  you 
ought  not  to  expect  that  individuals  will  make  a  tax  return  cor- 
rectly, and  the  only  way  you  can  get  anything  out  of  the  merchant 
and  manufacturer  or  the  individual  is  by  a  sandbagging  process, 
either  after  the  death  of  the  individual,  or  before  the  death,  by  the 
employment  of  sleuths. 

The  State  of  Ohio  is  composed  of  88  counties,  and,  before  we 
had  the  county  assessing  system,  about  5000  assessing  districts ;  and 
I  suppose  conditions  there  were  quite  as  varied  as  they  are  to  be 
found  elsewhere.  In  some  counties  they  take  an  assessment  at  its 
full  face,  as  returned,  and  make  no  inquiry  at  all  as  to  whether 
that  is  a  proper  assessment,  because  they  are  afraid  if  they  do  they 
won't  be  re-elected. 

^My  way  of  doing  business  has  been  somewhat  different.  The 
balance  sheet  in  connection  with  the  personal  property  was  really 
instituted  in  Cuyahoga  Count)',  in  which  is  the  City  of  Cleveland, 
and  after  we  had  used  it  for  a  couple  of  years,  with  the  strenuous 
opposition  of  merchants  and  manufacturers  and  of  corporations,  it 
became  general  practice  in  Ohio  to  require  a  balance  sheet ;  and  in 
those  counties  w^here  the  county  appraisers  take  it  seriously  they  get 
a  full  return  from  95  per  cent  of  the  corporations,  after  the  cor- 
porations find  that  the  assessor  means  business  and  that  he  is  going 
to  administer  the  law  according  to  its  intent  and  purpose. 

About  fifteen  years  ago  the  total  assessed  value  in  my  county 
was  a  joke.  The  assessor  would  call  on  a  corporation  and  say, 
"  How  many  men  have  you  employed  now,  and  how  many  did  you 
have  a  year  ago  ?",  as  though  that  made  any  difference.  "  What 
floor  space  have  you  now,  and  what  floor  space  did  you  have  a 
year  ago  ?"  "  How  much  rent  are  you  paying  now,  and  how  much 
rent  did  you  pay  before?"  "What  is  the  total  amount  of  your 
labor  bill  this  year  and  your  labor  bill  last  year  ?"  "  What  is  the 
total  amount  of  your  purchases  this  year,  and  what  was  the  total 
amount  of  your  purchases  last  year?"  You  would  think  the  asses- 
sor by  that  time  would  have  a  headache  and  would  know  about  as 
much  as  to  the  value  of  the  property  as  the  real  estate  appraiser 
who  proceeds  to  inquire  what  is  the  cost  value,  replacement  value 
and  insurable  value,  and  what  is  the  true  value  and  what  is  the 
income  value. 

You  cannot  do  those  things.  You  cannot  measure  them  all  up ; 
you  cannot  equalize  them,  unless  you  start  with  some  of  these 
figures  that  some  of  these  farm  appraisers  for  the  land  banks  have 
presented,  giving  a  kind  of  a  score  card — so  much  for  fertilit>',  20 
per  cent ;  so  much  for  income,  so  much  for  this,  so  much  for  creeks, 
3  per  cent,  and  so  on,  until  they  get  100  per  cent.  Those  things 
are  a  joke. 
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We  may  talk  about  what  constitutes  or  what  ought  to  be  con- 
sidered as  to  God  Almighty,  if  he  were  an  appraiser,  or  what  con- 
stitutes an  ideal  appraiser,  but  an  assessor  hasn't  the  time  to  go  into 
those  things.  That  is  all  right  for  somebody  that  is  in  the  business 
of  appraising  property  at  about  $1000  for  the  appraisal,  even  if  it 
takes  a  week  or  two  or  three  weeks,  but  the  assessor  who  has  thou- 
sands of  things  to  do  has  to  take  some  short  way  of  doing  it. 

Answering  more  specifically :  The  returns  in  my  county,  which 
I  am  speaking  of,  are  generally  the  book  figures.  A  merchant 
hasn't  anything  to  lose  when  he  returns  book  figures.  He  stands  to 
lose  if  he  does  not  return  the  book  figures;  because  in  case  of  fire, 
in  case  of  bankruptcy  it  is  discovered,  and  in  many  other  cases  he 
would  have  to  explain  the  difference  between  his  return,  which  is 
intended  to  be  a  full  return  to  the  county  assessor,  and  his  loss  or 
his  other  valuation  that  is  complained  about.  Does  that  answer 
your  question  ? 

While  I  am  on  my  feet,  may  I  say  in  regard  to  getting  something 
out  of  the  fellow  under  the  personal  property  tax,  or  under  the  in- 
come tax — getting  something  out  of  the  fellow  who  does  not  keep 
books,  can  you  get  anything  out  of  a  man  who  does  not  keep  books? 
Can  you  imagine  a  man  who  has  personal  property  and  is  run- 
ning a  business  who  does  not  keep  books,  if  it  is  of  any  magnitude 
or  any  extent  ? 

I  am  not  talking  for  the  personal  property  tax.  Frankly,  I  am 
opposed  to  it;  but  let  us  all  understand  that  Uncle  Sam  cannot  get 
any  money  out  of  the  fellow  who  does  not  keep  books,  and  the 
great  State  of  Ohio,  even  under  my  excellent  administration,  can- 
not do  it. 

Anne  Monahan  Wendt  (Wisconsin)  :  The  second  question  I 
should  like  to  ask  is  this :  What  is  the  approved  method  of  asses- 
sors for  valuing  the  inventories  in  personal  property  tax  states,  or 
is  there  any  uniform  or  approved  method?  Do  you  assess  on  the 
cost  value,  the  reproduction  value,  or  the  production  value,  or  the 
selling  value,  or  the  replacement  value? 

I  don't  ask  this  question  idly;  it  comes  up  every  first  of  May 
with  merchants  and  manufacturers  who  want  to  give  a  fair  answer, 
a  true  answer,  to  their  assessors;  and  I  come  each  year  hoping  that 
question  might  be  raised  and  settled,  and  today  I  have  just  taken 
courage  to  stand  up  and  ask,  because  I  should  like  really  to  know. 
Mr.  Collins  from  Denver  gave  such  an  excellent  paper,  if  he  would 
cover  that  point  I  should  like  to  hear  from  him  on  it,  if  I  may. 

Mr.  Collins  (Colorado)  :  I  feel  somewhat  flattered  on  being 
asked  that  question  on  this  subject.  I  don't  know  that  I  can  add  a 
great  deal  to  the  discussion,  except  that  I  do  think  that  if  we  are 
going  to  have  uniformity,  based  upon  actual  value,  we  must  bring 
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it  down  to  what  it  costs  to  put  the  goods  at  a  certain  point  in  the 
turnover,  and  if  we  are  going  to  get  it  uniform  as  between  many 
manufacturers  and  merchants,  we  must  put  it  at  a  point  that  will 
be  uniform  as  between  them,  and  it  seems  to  me  that  there  is  no 
point  of  uniformity  like  a  point  where  the  goods  are  ready  for 
sale.  That  would  mean  that  to  the  merchant  the  value  would  be 
the  cost  to  buy  the  goods  and  to  put  them  in  his  store  ready  for 
sale.  The  cost  to  the  merchant  would  be  what  it  would  cost  him 
to  buy  the  material,  turn  it  into  the  finished  product  and  get  it 
ready  for  sale,  just  as  the  merchant  does.  Therefore,  I  think  we 
can  say  as  a  rule  that  the  fairest  value,  or  what  is  perhaps  the 
fairest  value,  would  be  the  cost  to  acquire  the  goods. 

H.  C.  McKenzie  (New  York)  :  I  happen  to  be  somewhat  familiar 
with  that  topic  from  two  standpoints ;  from  the  taxation  standpoint 
and  also  from  the  standpoint  of  corporations  owning  the  goods, 
and  the  conservative  method  pursued  by  most  corporations  in  mak- 
ing their  inventories  is  cost  or  market,  whichever  is  the  lower. 
That  is,  if  the  market  price  of  a  certain  line  of  goods  is  lower  than 
it  costs  to  put  those  goods  on  the  shelf,  then  the  proper  inventory 
price  today  is  not  the  cost  but  today's  market  value. 

The  rule  pursued  by  all  conservative  corporations,  I  think,  is  that 
they  take  their  inventories  at  cost  or  market,  whichever  is  the  lower. 

Anne  Monahan  Wendt  (Wisconsin)  :  I  think  that  is  true  abso- 
lutely for  federal  income  tax  purposes  as  well  as  for  state  income 
tax  returns,  but  that  is  a  tax  on  profits.  As  I  understand  it — I  may 
be  mistaken — this  value  that  the  local  assessor  assesses  property  for, 
is  a  tax  on  property  and  not  on  income  and  not  on  profits. 

For  the  federal  tax  report  that  you  make  out  at  the  end  of  the 
fiscal  year,  the  law  specifically  commands  you  to  put  your  inventory 
figures  in  at  cost  or  market,  whichever  is  lower,  but  on  those 
blanks  that  assessors  submit  in  our  state  there  is  no  specific  re- 
quirement— or  perhaps  I  better  take  that  back — the  law  does  not 
make  any  specific  requirement ;  it  does  not  say  you  must  inventory 
at  cost,  and  if  it  did  say  at  cost,  the  accountant  would  hesitate  again 
on  what  constitutes  cost;  but  I  don't  think  that  the  idea  is  exactly 
the  same,  at  least  that  is  not  the  impression  in  my  mind.  The  in- 
come tax  report,  which  calls  for  the  inventory  to  be  recorded  at 
market  or  cost,  whichever  is  lower,  is  a  tax  on  profits ;  but  the  other 
tax  is  a  tax  on  property  value. 

H.  C.  McKenzie:  I  think  the  lady-  has  mistaken  the  term, 
"  market."  When  a  merchant  or  a  concern  speaks  of  market,  he 
don't  mean  his  selling  price.  Take  a  concrete  example  and  see  if 
I  can  make  it  clear.  Suppose  you  were  dealing  in  alcohol,  and  the 
cost  of  the  alcohol,  we  will  say,  is  50  cents  per  gallon,  for  what 
you  had  in  the  tanks ;  that  was  the  purchase  price  which  the  whole- 
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saler  had  paid  for  it,  but  if  he  had  to  buy  it  today  he  could  buy  it 
for  48  cents,  two  cents  depreciation. 

Now,  that  has  nothing  to  do  with  what  he  sells  it  for,  and  does 
not  have  anything  to  do  with  his  profits,  but  when  he  took  his  in- 
ventory today,  instead  of  putting  that  down  at  50  cents,  he  would 
put  it  at  48  cents — no  profit  in  it. 

Henry  F.  Long  (Massachusetts)  :  I  think  what  Mrs.  Wendt 
wishes  is  something  that  all  the  assessors  desire  and  something  that 
they  will  never  get,  that  is,  what  they  want  is  a  yardstick  which 
they  can  lay  down  on  all  property  and  say,  "  This  is  the  value  at 
which  we  shall  assess  it."  They  are  not  going  to  find  that  yard- 
stick. 

Anne  Monahan  Wendt  :  I  realize  that  I  should  have  asked  Mr. 
Long  in  the  first  place. 

Chairman  Smith:  We  shall  have  to  close  this  discussion  now; 
it  is  growing  late ;  and  start  on  the  next. 

Mr.  Zangerle:  May  I  say,  that  is  the  specific  instruction  in  our 
county,  to  merchants  and  manufacturers;  you  may  take  your  in- 
ventory at  cost  or  market. 

Chairman  S;viith  :  The  next  on  the  program  will  be  the  assess- 
ment of  oil  and  gas  properties.  This  was  assigned  to  Mr.  Frank 
Orr,  attorney  for  the  Sinclair  companies,  but  unfortunately  Mr.  Orr 
could  not  be  here.  He,  however,  sent  his  paper,  but  at  this  late  date 
it  was  not  thought  advisable  to  read  it  unless  it  was  the  wish  of  the 
conference  here. 

Philip  Zoercher  (Lidiana)  :  I  move  that  we  extend  leave  to 
print  it  in  the  record. 

(Motion  duly  seconded) 

Chairman  Smith  :  You  have  heard  the  motion.  We  have  a 
gentleman  who  has  consented  to  read  it.  if  it  is  the  wish  of  the 
conference. 

H.  F.  Long:  How  long  is  it? 

Chairman  Smith  :  It  is  pretty  long. 

(Ayes  and  noes) 

Chairman  Smith  :  Motion  carried. 
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METHODS  OF  ASSESSMENT  OF  OIL  AND  GAS 
PROPERTIES 

FRANK  ORR 
Tax  Attorney,  Sinclair  Companies 

A  theological  student  was  once  invited  to  preach  at  a  church  o£ 
his  denomination  in  a  nearby  city,  and  was  given  a  week  to  prepare 
his  sermon.  The  fateful  and  appointed  hour  arrived  for  the  de- 
livery of  the  sermon.  The  young  embryo  minister  addressed  the 
congregation  something  in  this  fashion :  "  Dear  Brothers  and  Sis- 
ters; when  I  received  the  request  to  preach  to  you  I  immediately 
began  the  preparation  of  my  sermon.  I  had  intended  to  deliver  a 
sermon  that  nobody  but  God  and  I  knew  what  I  was  going  to  say, 
but  unfortunately  at  this  time  nobody  but  God  knows  what  it  is." 
Just  why  I  was  requested  to  prepare  a  paper  entitled,  "The  Methods 
of  Assessment  of  Oil  and  Gas  Properties,"  is  known  only  to  the 
Honorable  Clarence  Smith,  Chairman  in  charge  of  this  program. 
I  assume,  however,  that  Mr.  Smith  is  satisfied  that  this  conference 
will  be  a  success,  in  spite  of  the  contents  of  this  paper,  and  is  in  a 
situation  much  unlike  that  of  the  man  who  was  operated  on  early 
one  morning.  The  patient  came  out  from  under  the  influence  of  the 
anaesthetic  in  due  course  and  discovering  that  all  about  him  was  dark, 
became  quite  excited.  He  had  previously  been  advised  by  the  sur- 
geon that  the  operation  was  of  a  minor  character  and  would  only 
take  a  few  minutes  to  perform.  Thinking  it  was  night,  he  of  course 
assumed  his  condition  was  more  serious  than  he  first  thought.  He 
called  the  nurse  and  anxiously  and  excitedly  made  inquiry  con- 
cerning circumstances  and  conditions.  The  nurse  told  him  there 
had  been  a  fire  in  the  building  across  the  alley  and  she  had  pulled 
down  the  curtains  for  fear  that  he  might  awaken  and  see  the 
flames,  and  therefore  conclude  that  his  operation  was  unsuccessful. 

By  way  of  preface  to  what  is  to  follow,  I  desire  to  state  here 
and  now  that  matters  and  things  hereinafter  mentioned  have  refer- 
ence only  to  the  assessment  of  oil  and  gas  properties,  and  also  that 
no  reference  is  made  to  the  assessment  laws  of  the  various  states, 
for  the  reason  someone  has  said,  property  is  not  assessed  according 
to  the  rules  of  law  but  more  according  to  the  rules  of  Hoyle.  In 
passing  I  might  state  that  it  is  my  observation  that  the  majority  of 
the  delegates  at  these  conferences  are  more  familiar  with  the  prac- 
tice of  Hoyle  than  in  the  theory  of  law.  A  further  reason  why  I 
am  confining  my  scattered  remarks  to  oil  and  gas  properties  is  that 
this  class  of  property  is  usually  subject  to  assessment  by  local  offi- 
cials— of  which  there  are  few  if  any  in  attendance — while  the 
assessment  of  pipe  line  properties  is  generally  made  by  State  Tax 
Commissions,  the  members  of  which  are  always  present.    Therefore 


llg  NATIONAL  TAX  ASSOCIATION 

I  will  not  take  chances  of  possible  offence,  by  telling  of  the  "method 
of  assessment "  of  this  class  of  property,  owing  to  the  fact  that 
these  methods  are  known  only  to  the  personnel  of  the  commissions, 
and  they  won't  tell.  However,  I  might  add  that  while  no  pipe  line 
company  ever  deciphers  the  method  used  in  making  assessments,  we 
do  know  the  results.  Furthermore,  I  will  not  attempt  to  elucidate 
on  the  methods  of  assessment  of  oil  and  gas  properties  outside  of 
the  Mid-Continent  area,  and  in  only  those  states  that  I  am  familiar 
with,  to  wit :  Arkansas,  Kansas,  Louisiana,  Oklahoma,  Texas  and 
Wyoming,  which  will  be  taken  up  in  the  order  named. 

Arkansas 
Leaseholds  in  the  State  of  Arkansas  are  not  assessed  as  such, 
but  there  is  a  tax  known  as  "  Severance  Tax  "  of  2H  per  cent  of 
the  value  of  the  oil  and  gas,  at  the  time  and  at  the  place  of  pro- 
duction. The  producer  is  liable  for  the  amount  of  taxes  on  the 
working  interest  and  the  royalty  owner  on  his  interest.  The  tax  is 
paid  quarterly  by  the  purchasing  company  to  the  state  authorities 
and  the  amount  thus  paid  deducted  from  remittance  to  the  sellers. 
The  equipment  and  the  property  owned  and  used  by  the  producer 
is  assessed  on  an  ad  valorem  basis,  in  the  municipality  or  munici- 
palities where  same  is  situated  on  assessment  date  and  bears  the 
same  tax  rates  as  other  property. 

Kansas 

Producing  leaseholds  as  well  as  all  equipment  are  assessed  in 
Kansas  as  personal  property.  The  non-producing  lease  is  not  as- 
sessed. The  equipment  used  on  the  producing  lease  is  assessed  in 
accordance  with  a  schedule  of  values  which  is  adopted  each  year 
by  the  county  assessors  of  the  oil-producing  counties.  The  schedule 
provides  a  uniform  value  on  each  article  of  equipment  used  in  the 
production  of  oil  and  gas. 

In  addition  to  the  value  placed  on  the  equipment  of  the  produc- 
ing lease,  a  value  is  also  placed  on  the  producing  leasehold.  Two 
methods  are  used  in  arriving  at  the  lease  value.  The  method  most 
generally  followed  is  based  on  the  average  settled  production  of  the 
lease  for  the  prior  12  months.  In  the  event  the  production  is  not 
settled,  a  reasonable  deduction  is  allowed  for  what  is  known  as 
flush  production.  A  further  reduction  is  allowed  for  the  ordinary 
decline  in  production,  which  varies  of  course  with  the  locations  or 
areas  from  which  the  oil  is  produced.  The  final  estimated  net  daily 
average  production  of  the  lease  is  valued  for  tax  purposes  at  a 
certain  value  per  barrel,  based  on  the  market  price  of  fresh  crude 
oil  on  assessment  date.  The  lease  operator's  interest,  commonly 
known  as  the  working  interest,  is  assessed  to  the  owner  of  the 
lease  and  the  royalty  interest  is  assessed  separately  to  the  owner  of 
the  royalty  interest. 
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The  other  method  of  assessment  of  the  leasehold  is  based  on  the 
estimated  underground  reserve,  which  means  the  estimated  number 
of  barrels  of  oil  still  remaining  under  the  surface  of  the  ground 
on  assessment  date.  This  estimate  is  arrived  at  by  using  tables 
which  have  been  prepared  by  the  United  States  Bureau  of  Mines, 
which  tables  cover  practically  all  of  the  oil  fields  in  the  State  of 
Kansas.  Kansas  does  not  collect  what  is  commonly  referred  to  as 
a  severance  or  gross  production  tax,  and  therefore  the  only  tax 
levied  against  the  oil  producer  is  that  based  upon  the  value  of  the 
equipment  which  he  employs  in  the  production  of  oil  and  gas  and 
the  value  of  the  leasehold  from  which  oil  and  gas  is  produced, 
which  bears  the  same  rates  as  other  property. 

Louisiana 

Leaseholds  in  Louisiana  either  producing  or  non-producing  are 
not  subject  to  taxation  as  such.  That  state  has  what  is  known  as 
a  severance  tax,  of  3  per  cent  of  the  gross  market  value  of  oil  and 
gas,  at  the  time  and  place  of  production.  Said  tax  is  payable  quar- 
terly. The  assessment  of  oil  and  gas  properties  in  the  State  of 
Louisiana  are  for  all  practical  purposes  the  same  as  Arkansas. 

Oklahoma 

In  the  State  of  Oklahoma  there  are  two  classes  of  oil  and  gas 
leases,  neither  of  which  is  assessed  as  such.  One  is  known  as  the 
'■  Departmental  lease  "  and  the  other  as  the  "  Commercial  lease." 
A  different  method  of  taxation  applies  to  each  class.  The  "  De- 
partmental lease  "  is  one  which  covers  the  land  of  a  restricted  In- 
dian. The  value  of  the  oil  and  gas  produced  from  such  a  lease  is 
therefore  not  subject  to  the  gross  production  tax.  The  equipment 
used  in  connection  with  the  production  of  oil  and  gas  from  a  "  De- 
partmental lease  "  is  subject  to  ad  valorem  taxation  by  the  state 
and  other  municipalities,  in  the  same  manner  as  other  personal 
property.  This  equipment  is  assessed  according  to  a  schedule  of 
values  adopted  by  the  assessors  of  the  oil-producing  counties  in 
Oklahoma.  This  schedule  is  very  similar  to  the  one  used  in 
Kansas.  Equipment  used  in  connection  with  production  of  oil  and 
gas  on  "  Commercial  leases  "  is  not  subject  to  ad  valorem  taxes. 
The  gross  production  tax  law  provides  that  the  producer  and  roy- 
alty owner  shall  each  pay  quarterly  a  tax  of  3  per  cent  of  the  actual 
cash  value  of  the  oil  and  gas  produced.  This  tax  is  in  lieu  of  all 
taxes  by  the  state,  county,  city,  township,  school  district,  etc.,  upon 
any  property  rights  attached  to  or  inherent  in  the  right  to  said  min- 
erals, upon  leaseholds,  and  all  machinery  equipment  etc.  used  in 
and  about  producing  wells.  The  only  tax,  therefore,  that  the  oper- 
ator of  a  "  Commercial  lease  "  is  required  to  pay  is  the  gross  pro- 
duction tax  of  3  per  cent,  except  of  course  the  tax  which  may  be 
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assessed  against  property'  not  used  directly  in  the  production  of  oil 
and  gas,  such  as  gasoline  plants,  warehouse  stocks,  etc. 

Texas 

Oil  and  gas  leaseholds  in  Texas  are  taxable.  However,  a  great 
many  counties  in  that  state  refuse  to  place  an  assessed  valuation 
against  non-producing  leases,-  for  the  reason  that  it  discourages 
producing  companies  to  purchase  and  retain  non-producing  leases, 
thereby  depriving  the  owners  of  the  lands  from  receiving  bonuses 
or  yearly  rentals.  If  and  when  non-producing  leases  are  assessed, 
they  are  valued  at  a  nominal  price  per  acre,  depending  upon  the 
distance  from  producing  properties.  A  producing  lease  is  assessed 
at  a  value  per  barrel  based  on  the  average  daily  settled  production. 
There  are  great  variances  in  the  basic  value  in  the  assessment  of 
these  leaseholds,  for  various  reasons,  the  main  one  being  the 
necessity  for  additional  revenue  in  the  respective  municipalities. 
Another  reason  for  the  variance  is  that  practically  all  leaseholds  in 
the  State  of  Texas  are  assessed  by  two  or  more  different  assessors, 
and  each  assessor  being  somewhat  of  a  "  Monarch  of  all  he  sur- 
veys," uses  his  own  individual  idea  as  to  the  assessed  valuation  and 
in  many  instances  the  same  property  has  two  or  more  different 
assessed  valuations  for  the  same  tax  year.  The  big  argument  be- 
tween the  taxing  officials  and  the  taxpayer  is  the  determination  of 
what  shall  be  considered  the  average  daily  settled  production,  but  it 
suffices  to  say  it  results  in  a  give-and-take  proposition.  The  equip- 
ment on  the  leases  is  assessed  as  personal  property.  In  some  in- 
stances a  lump  sum  value  for  all  equipment  is  used,  while  in  other 
instances  a  certain  value  per  well  is  used,  which  includes  all  equip- 
ment used  in  connection  with  the  lease.  This  value  ranges  from 
$1,000  to  $3,000  a  well,  regardless  of  whether  or  not  same  is  drill- 
ing or  producing.  All  property  bears  the  same  rates  as  other  real 
and  personal  property  in  the  respective  municipalities. 

In  addition  to  the  ad  valorem  taxes  above  mentioned,  all  pro- 
ducers are  required  to  pay  what  is  known  as  a  gross  receipts  tax 
on  the  entire  production  of  the  lease,  which  of  course  includes  the 
royalty  interest.  The  rate  is  2H  per  cent  of  the  value  of  oil  and 
gas  produced,  and  is  payable  quarterly. 

Wyoming 

The  leaseholds  in  Wyoming  may  or  may  not  be  considered  as 
being  assessed  as  such.  The  producers  are  required  to  file  with  the 
State  Board  of  Equalization  not  later  than  the  second  Monday  of 
January  of  each  year  a  statement  showing  the  number  of  barrels 
of  oil  and  the  number  of  cubic  feet  of  gas  produced  during  the 
previous  calendar  year.  The  State  Board  of  Equalization  deter- 
mines the  average  market  value  per  barrel  of  oil  and  the  average 
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price  per  cubic  foot  of  gas  during  the  previous  calendar  year. 
The  basic  value  per  unit  thus  determined  is  applied  by  the  board  to 
the  total  number  of  barrels  of  oil  and  the  number  of  cubic  feet  of 
gas  produced  and  reported,  and  in  this  method  it  determines  the 
assessed  value  to  be  placed  on  the  tax  rolls  in  the  counties  where 
said  mineral  is  produced,  which  in  a  measure  may  be  termed  lease- 
hold values,  and  it  bears  the  same  rate  of  taxation  as  other  real 
and  personal  property  in  the  respective  municipalities.  The  equip- 
ment is  assessed  ad  valorem,  based  on  a  schedule  of  values  agreed 
upon  by  the  assessors  of  the  oil-producing  counties. 

Having  thus  given  a  general  outline  of  the  different  methods  of 
assessment  of  oil  and  gas  properties  and  having  formed,  and  on 
various  occasions  expressed  my  opinion  and  ideas,  with  reference 
to  the  best  method  of  assessing  mineral  properties,  particularly  oil 
and  gas,  I  desire  to  again  go  on  record  as  favoring  the  "  in  lieu 
tax,"  in  preference  to  all  other  methods  for  the  following  reasons: 

1st. — The  oil  and  gas  business  is  in  its  very  nature  a  hazardous 
occupation.  It  is  unlike  most  other  mineral  industries  in  this,  that 
one  never  knows  whether  or  not  he  is  going  to  strike  "  pay  dirt," 
until  the  bit  has  penetrated  that  mysterious  realm  housed  and  hid- 
den away  by  the  vagary  of  nature.  The  expense  in  exploration  or 
in  the  development  of  oil  property  is  practically  the  same  in  either 
success  or  failure.  If  the  exploration  is  successful,  a  valuable  prop- 
erty comes  into  existence,  on  which  a  tax  should  be  paid,  while  on 
the  other  hand,  when  failure  prevails  it  is  my  idea  that  one  who 
has  thus  taken  a  chance  should  not  be  further  penalized  by  way  of 
being  burdened  with  taxes  in  addition  to  his  financial  losses.  Some 
will  say  this  should  apply  to  other  industries  as  well,  which  would 
indicate  they  are  not  familiar  with  the  oil  business. 

2nd. — The  gross  production  tax,  "  in  lieu  "  of  all  other  taxes,  is, 
in  my  judgment,  the  most  fair  and  equitable  method  of  taxing  the 
oil  industry,  for  the  reason  that  since  the  discovery  of  oil  fields  no 
other  scientific  method  that  I  know  of  has  ever  been  discovered  or 
devised  that  does  or  will  do  justice  to  the  municipalities  of  the  state 
and  to  the  taxpayers  alike. 

3rd. — Any  other  method  in  the  assessment  of  oil  properties  must 
of  necessity  be  a  guess,  for  the  reason  that  the  average  assessing 
official  or  officials  are  in  the  main  inexperienced  in  the  oil  business 
and  do  not  have  the  time  or  the  facilities  to  acquaint  themselves 
with  all  of  the  intricacies  of  the  industry.  The  "  in  lieu  "  tax  is 
"simplicity  simplified,"  and  "definiteness  defined."  In  other  words, 
by  the  use  of  the  gross  production  or  "  in  lieu  "  tax,  the  taxpayer 
knows  definitely  at  the  end  of  each  day's  business  the  amount  of 
taxes  payable  by  him,  and  if  his  property  is  producing  in  great 
quantities  and  value,  his  taxes  are  governed  accordingly.  While 
on  the  other  hand,  if  his  quantity  and  value  of  production  is  small, 


122  NATIONAL  TAX  ASSOCIATION 

even  though  his  capital  expenditure  is  great,  he  is  not  penalized  by 
reason  of  some  fault  or  circumstance  over  which  he  has  no  control. 

To  illustrate  this  point,  a  certain  oil  company  in  the  State  of 
Oklahoma  in  March  of  the  current  year  brought  in  an  oil  well,  the 
initial  production  being  25,000  barrels  for  the  first  day,  or  a  little 
better  than  1000  barrels  per  hour.  This  oil  company  received  for 
the  first  day's  production  $67,000,  on  which  it  paid  in  taxes  the 
sum  of  $2,000  for  that  day's  production.  The  expense  of  bringing 
in  this  oil  well  was  approximately  $63,000.  The  same  company  at 
or  about  the  same  time  drilled  another  well,  less  than  one  mile  dis- 
tant, at  approximately  the  same  cost,  but  it  developed  to  be  a  dry 
hole.  Let  us  suppose  that  on  assessment  date  in  this  state,  to  wit: 
January  1st,  these  two  leaseholds  were  assessed  as  such,  and  fur- 
ther assuming  that  they  were  the  properties  of  different  persons  or 
corporations.  All  other  conditions  being  equal,  it  is  fair  to  assume 
that  these  two  quarter-section  leaseholds  would  have  been  assessed 
at  equal  values.  Is  there  anyone,  be  he  expert  or  layman,  who  could 
and  would  say  that  an  ad  valorem  assessment  of  these  two  prop- 
erties, regardless  of  the  value  placed  on  each,  would  be  fair  and 
equitable,  as  one  property  develops  into  a  profitable  success,  while 
the  other  is  a  failure  and  a  loss  ?  A  further  fact  for  consideration ; 
this  same  producing  well  in  about  six  months  declined  in  produc- 
tion from  25,000  to  700  barrels  per  day,  or  a  decline  of  97  per  cent. 
It  will  therefore  be  observed  that  it  would  take  some  very  tall 
guessing  to  obtain  a  fair  and  equitable  valuation  for  ad  valorem 
taxation  on  this  and  other  property  similarly  situated. 

4th. — Last  but  not  necessarily  least,  an  "  in  lieu  "  tax  is  easily 
and  cheaply  ascertained,  reported  and  paid;  and  the  municipality 
receiving  the  tax  quarterly  is  benefited  to  the  extent  of  receiving 
funds  when  most  needed,  as  it  is  a  matter  of  common  knowledge 
that  taxes  are  usually  either  collected  in  advance  or  in  arrears. 
When  in  advance,  the  taxpayer  is  deprived  of  the  use  of  his  funds 
for  considerable  period,  and  when  in  arrears,  he  is  penalized  by 
reason  of  interest-bearing  obligations. 

Mr.  Coody  (Mississippi)  :  I  move  we  adjourn. 

President  Vaughan  :  Before  we  adjourn,  Mr.  Coody,  I  want  to 
call  your  attention  to  the  importance  of  getting  an  early  start  to- 
morrow. I  want  to  congratulate  the  meeting  on  the  attendance  at 
this  session  and  the  general  participation  in  it. 

Also,  the  executive  committee  is  to  meet  for  a  short  session  here 
immediately  after  adjournment. 

Tonight  we  will  begin  at  8  o'clock  and  reverse  the  order.  The 
first  thing  on  the  program  tonight  will  be  the  review  of  1926  state 
tax  legislation,  and  the  other  subject  will  come  second.  We  now 
stand  adjourned. 

(Adjournment) 


FOURTH  SESSION 

Tuesday  Evening,  November  16,  1926 

Chairman  Vaughan  :  This  session  will  be  devoted  to  a  review 
of  tax  legislation  in  the  different  states,  and  also  to  a  report  of  a 
special  committee  on  simplification  in  state  taxation  of  business 
concerns. 

First  we  shall  have  the  review  of  1926  state  tax  legislation  pre- 
pared by  Mr.  William  E.  Hannan  of  the  Legislative  Reference 
Bureau  of  New  York  State,  which  will  be  summarized  by  Miss 
Bailey  of  the  New  York  State  Tax  Commission.     Miss  Bailey. 

Miss  Bailey  (New  York)  :  Mr.  President,  and  Ladies  and 
Gentlemen :  I  have  no  paper.  They  always  say  this  paper  is  the 
very  worst  on  the  program  because  it  is  usually  so  long.  Mr. 
Hannan,  wishing  this  year  to  include  in  his  paper  the  result  of  the 
November  2nd  election,  in  regard  to  the  amendments  in  the  various 
states,  has  not  completed  the  paper  as  yet,  but  I  was  fortunate,  or 
unfortunate,  enough  to  have  access  to  the  advance  sheets,  so  from 
his  notes  I  have  made  a  very  short  summary. 

This  is  a  very  fortunate  year  for  you,  because  there  were  only 
thirteen  states  in  session,  nine  in  regular  session  and  four  in  extra- 
ordinary session. 

Of  course,  money  is  always  the  dynamic  force  of  all  government, 
and  therefore  taxation  this  year,  next  to  prohibition,  is  the  para- 
mount issue,  and  taxation  not  only  in  regard  to  levy  and  collection, 
but  also  in  regard  to  study  and  investigation. 

This  year  Virginia  appoints  a  special  investigation  commission 
for  the  purpose  of  codifying  her  revenue  laws;  New  Jersey  con- 
tinues her  committee  of  last  year,  and  this  year  raised  her  appro- 
priation from  $5000  to  $10,000.  New  York  State  continued  her 
committee,  though  in  New  York  State  the  appropriation  was  de- 
creased. Last  February  our  special  joint  committee  on  taxation 
and  retrenchment,  under  the  very  able  chairmanship  of  Senator 
Mastick,  made  a  report  in  three  parts,  one  dealing  with  our  state 
debt,  one  with  state  wealth  and  expenditures,  and  the  third  with 
the  gasoline  tax. 

Four  states  this  year  asked  the  people  for  a  right  to  revise  the 
constitution,  and  of  course  constitutional  revision  usually  means 
tax  revision.  This  right  was  not  granted  in  Tennessee  or  Michigan. 
I  cannot  tell  you  the  outcome  in  Virginia  or  Oklahoma,  as,  when  I 
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left  Albany,  we  had  not  yet  heard  from  those  states.  I  presume  it 
passed  in  Virginia,  though,  because  they  are  so  much  interested  in 
their  tax  revision  there  this  year. 

There  are  no  laws  that  are  more  interesting  to  a  gathering  of 
this  kind  than  those  tax  laws  which  increase  central  administration, 
and  which  tend  to  increase  the  power  of  the  tax  commission.  This 
year  such  laws  were  passed  in  five  states;  it  might  be  better  to  say 
four  states,  because  New  Jersey  did  not  increase  the  power  of  her 
commission  but  rather  raised  their  salaries. 

In  Rhode  Island  a  new  commission  was  created,  that  of  finance, 
with  a  commissioner  of  finance  appointed  by  the  governor.  It  is  to 
be  the  duty  of  this  commission  to  supervise  the  accounts  in  the 
various  departments  of  state,  that  is,  all  departments  with  the  ex- 
ception of  the  treasurer,  and  to  establish  a  uniform  system  of  ac- 
counting.   This  commission  is  also  to  prepare  an  annual  budget. 

Hitherto  in  Virginia  the  tax  commission  has  been  composed  of 
the  first  and  second  auditor  of  state  and  the  state  treasurer.  Under 
the  new  1926  law  it  will  be  the  governor  of  the  state,  the  auditor 
of  public  accounts  of  the  state,  and  the  tax  commissioner,  to  be  ap- 
pointed by  the  governor,  and  who  is  to  devote  his  whole  time  to 
the  duties  of  his  office.  The  law  goes  further  and  says  that  this 
commissioner  shall  be  an  acknowledged  executive  and  have  a 
knowledge  of  taxation.  I  think  the  governor  has  appointed  his 
former  legislative  reference  librarian  as  commissioner  of  taxes  in 
Virginia. 

The  State  of  Washington  in  an  extraordinary  session  held  last 
December  and  January  completely  recodified  their  revenue  laws, 
that  is,  all  the  laws  except  the  inheritance  tax  law.  In  the  future, 
special  attention  will  be  paid  to  the  assessment  of  the  property  of 
public  utilities,  local  administration  and  equalization. 

In  New  York  State  there  have  been  quite  extensive  changes.  In 
November,  1925,  the  people  of  the  state,  by  amendment,  gave  the 
governor  the  right  to  reorganize  the  state  government.  Our  180- 
odd  departments  will  be  consolidated  into  18  departments,  and  of 
course  the  greatest  of  these  18  departments  will  be  a  new  depart- 
ment of  taxation  and  finance. 

For  the  first  time  in  the  history  of  our  state,  and  probably  in  the 
history  of  any  state,  the  wealth-getting  and  the  wealth-spending 
activities  will  be  gathered  together  under  one  head,  with  three 
commissioners,  the  commissioner  of  taxation  and  finance,  to  be 
appointed  by  the  governor  for  a  term  of  office  coterminous  with 
that  of  the  governor,  and  two  other  commissioners  appointed  by 
the  governor  for  a  period  of  six  years.  It  will  be  divided  into  two 
parts,  one  of  taxation  and  one  of  finance.  The  commissioner  of 
the  department  of  taxation  and  finance  will  also  be  president  of  the 
tax  commission.    This  new  department  of  finance  will  take  over  the 


REVIEW  OF  TAX  LEGISLATION  125 

present  duties  of  the  treasurer's  office.  New  York  State  will  have 
no  state  treasurer.  That  is  quite  an  innovation  in  state  govern- 
ment. This  new  department  will  take  over  from  the  controller's 
office  their  former  duties  in  regard  to  the  sales  of  lands  for  non- 
payment of  taxes,  the  levying  and  collecting  of  a  portion  of  our 
direct  tax,  and  the  various  pension  funds.  The  tax  department 
loses  a  few  things  to  the  department  of  state,  the  licensing  of  real 
estate  brokers  and  pool  rooms.  Our  motor  vehicle  registration  will 
continue  under  the  tax  department,  but  the  enforcement  of  the  law 
will  be  given  to  the  state  police.  The  board  of  equalization  will 
continue  in  principle,  the  board  being  now  comprised  of  the  three 
tax  commissioners.  Formerly  it  was  the  six  elective  officers  of  the 
state,  the  speaker  of  the  assembly,  and  the  three  tax  commissioners. 
That  is  going  to  be  quite  a  change  for  New  York  State,  and  this 
goes  into  effect  January  1,  1927. 

There  have  been  very  few  laws  passed  in  regard  to  local  admin- 
istration. In  reading  over  last  year's  paper  I  notice  that  Professor 
Fairchild  said  that  Massachusetts  led  the  way  in  regard  to  local 
administration,  but  she  must  now  have  reached  the  height,  because 
this  year  she  passed  only  one  law,  and  that  was  repealing  the  maxi- 
mum salary  of  her  assessors. 

New  Jersey  has  abolished  the  local  township  assessor  and  ap- 
pointed a  board  composed  of  three  men  to  serve  for  a  period  of 
three  years. 

Virginia  has  now  one  county  and  one  city  assessor.  Hitherto 
they  did  not  have  a  uniform  number,  some  had  three  and  some 
had  two. 

In  New  York  State  we  passed  a  law  which  requires  all  record- 
ing officers  to  transmit  to  the  assessors  the  record  of  all  transfers 
of  property.  The  law  does  not  state  that  the  price  must  be  told. 
Perhaps  the  tax  commission  will  require  the  price  inserted,  al- 
though we  heard  this  afternoon  that  that  was  not  a  fair  way  to 
assess,  by  the  selling  price. 

I  am  sure  it  is  the  consensus  of  opinion  that  there  are  very  few 
things  left  to  exempt,  but  yet  our  states  still  by  statutory  law  and 
by  amendments  are  traveling  that  broad  highway  marked  "  ex- 
emptions," a  highway  which  will  probably  not  lead  to  the  ever- 
lasting bonfire  that  Shapespeare  speaks  about,  but  probably  will 
lead  to  future  troubles. 

This  year  special  attention  was  paid  to  exemptions  of  manufac- 
turers for  the  encouragement  of  industries. 

Arkansas  passed  such  an  amendment,  exempting  her  fiber  and 
cotton  manufacturers  for  a  period  of  seven  years,  I  believe. 

South  Carolina  proposed  a  similar  amendment,  for  a  period  of 
five  years;  I  don't  know  whether  it  carried. 

Mississippi,  by  statutory  law,  exempted  her  factories  which  manu- 
facture paper  goods  from  wood  pulp. 
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Rhode  Island  granted  to  the  City  of  Woonsocket  the  right  tc 
exempt  her  manufacturers  for  a  period  of  ten  years. 

Mississippi  blazed  the  trail  in  exempting  farms  and  improvements 
for  five  years.  This  has  been  discussed  before  in  quite  a  few  of 
the  states,  but  I  know  of  no  similar  law  in  any  of  the  other  states. 

New  York  added  only  one  thing  to  her  huge  list  of  exemptions,, 
and  that  was  public  aviation  fields. 

Of  course  there  are  always  exemptions  in  regard  to  education 
and  educational  institutions  and  soldiers,  and  so  forth.  I  think  a 
few  states  had  amendments  to  that  effect. 

The  Federal  Act  of  last  year,  giving  80  per  cent  credit  to  the 
states  in  regard  to  the  estate  tax,  was  the  basis  of  quite  a  little 
state  legislation. 

Of  course  Georgia,  like  Florida,  claims  no  inheritance  tax,  but 
Georgia  saw  fit  to  pass  a  law  picking  up  the  80  per  cent  credit; 
and  so  did  Massachusetts  and  Rhode  Island,  New  York  and  Vir- 
ginia. 

Another  question  of  interest  in  the  inheritance  tax  is  reciprocity, 
in  regard  to  the  taxation  of  the  intangible  property  of  non-resident 
decedents.  Today  there  are  eleven  states  and  the  District  of  Co- 
lumbia which  are  in  this  inner  circle,  some  by  means  of  a  recip- 
rocal clause  in  their  law,  and  some  because  they  do  not  tax  in- 
tangibles. 

New  Jersey  last  year  entered  this  inner  circle,  under  that  last 
class  of  not  taxing  the  intangibles. 

This  year  New  York  state  provided  for  reciprocal  relations  with 
the  District  of  Columbia. 

Three  states  raised  their  inheritance  taxes;  those  were  Kentucky, 
New  Jersey  and  Rhode  Island;  and  Mississippi,  I  believe,  reduced 
her  deductions  in  Class  A  from  $10,000  to  $5,000. 

Virginia  now  has  the  Matthews  flat-rate  plan  in  regard  to  the 
taxation  of  non-residents. 

Oregon  this  year  tried  by  amendment  to  repeal  her  inheritance 
tax  law,  as  she  did  her  income  tax  law.  It  was  not  successful. 
Today  there  are  twelve  states  with  the  income  tax.  Indiana  tried 
this  year  to  have  an  income  tax,  but  that  amendment  was  not  suc- 
cessful. 

There  was  very  little  legislation  regarding  income  tax.  Virginia 
raised  her  rates;  South  Carolina  removed  state  and  municipal  offi- 
cials from  the  exempt  class. 

New  York  state  has  passed  quite  a  little  legislation  on  this  sub- 
ject, but  some  of  it  would  be  of  no  interest,  because  it  deals  only 
with  procedure.  We  raised  our  exemptions  from  $1000  to  $1500 
for  single  people,  and  from  $2500  to  $3000  for  married  people. 
Hitherto  if  the  man  and  wife  made  separate  returns,  they  had  to 
divide  the  exemption,  now  they  may  exercise  the  power  of  choice 
and  either  divide  it  or  one  take  it  all. 
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According  to  a  decision  handed  down  in  Eisner  vs.  Maconiber, 
stock  dividends  were  held  not  to  be  income.  In  the  past,  New  York 
State  has  rather  been  inclined  to  hold  them  such,  but  a  law  passed 
this  year  provides  that  a  stock  dividend,  when  received  by  the 
shareholder,  shall  not  be  subject  to  tax,  and  defines  a  stock  divi- 
dend as  meaning  new  stock  issued  to  stockholders  where  surplus  or 
profits  are  capitalized  in  proportion  to  their  previous  holdings. 
This  law  was  enacted  as  of  January  1,  1919. 

We  also  decreased  our  income  tax  rate  by  25  per  cent  this  year 
in  New  York  applicable  to  one  year  only. 

In  New  York  50  per  cent  of  the  receipts  from  the  income  tax 
goes  to  localities,  and  50  per  cent  to  the  state.  The  state  took  all 
the  reduction  this  year,  and  two-thirds  goes  to  localities  and  one- 
third  to  the  state. 

I  might  also  say  that  New  York  State  decreased  her  direct  tax 
by  one-half  a  mill.  Last  year  it  was  a  mill  and  a  half;  this  year 
a  mill.  So,  in  spite  of  all  they  say  about  New  York  State,  you  see 
we  are  trying  to  reduce  our  taxes. 

The  gasoline  tax  seems  still  to  be  the  most  popular  of  all  taxes. 
Last  year  at  this  time  there  were  four  states  without  the  fold,  and 
those  four  states  are  still  on  the  outside.  We  had  several  laws  up 
in  New  York,  but  they  all  went  down  to  defeat.  That  does  not 
mean  there  has  been  no  gasoline  tax  legislation,  because  rates  have 
been  raised  by  statutory  law  in  Kentucky  and  Mississippi,  and  in 
Louisiana,  by  constitutional  amendment.  Again,  I  don't  know  how 
that  amendment  came  out.  In  three  states  the  increase  was  by  the 
initiative — California,  Montana  and  North  Dakota. 

We  have  now  two  states,  Kentucky,  though  I  think  that  is  for 
only  the  period  of  a  year,  and  South  Carolina,  with  a  five-cent  tax. 
When  you  consider  the  price  of  gasoline  per  gallon,  that  is  rather 
a  high  rate  of  tax.  Also  consider  that  as  the  gasoline  tax  increases 
in  rate  the  motor  registration  fee  does  not  decrease.  I  think  Cali- 
fornia is  the  only  state  now  with  a  flat  rate. 

This  year  there  was  no  legislation  in  regard  to  the  excise  tax  on 
motor  vehicles  used  for  transporting  passengers  and  property.  I 
think  that  type  of  legislation  will  be  of  interest  in  the  future,  be- 
cause it  is  one  way  of  equalizing  taxation  between  the  railroads 
and  their  new  competitors,  the  motor  vehicle  buses  and  trucks. 

New  Jersey  is  one  of  our  pay-as-you-go  states.  They  this  year 
levied  a  tax  of  one-half  mill,  the  receipts  to  be  paid  to  their  fund 
for  institutions. 

Rhode  Island  levied  a  tax  of  three  cents  on  $100  of  valuation, 
the  tax  to  be  levied  for  three  years,  the  receipts  of  this  going  to 
highways. 

California  had  three  bond  issues  up  this  year;  the  one   for  the 
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soldiers  passed,  also  the  one  for  university  buildings.  A  large  bond 
issue  for  the  development  of  state  hydro-electric  power  did  not  pass. 
North  Carolina  passed  a  bond  issue  for  soldiers. 
In  regard  to  forestry,  I  think  only  two  states — New  York  and 
Kentucky  —  passed  legislation  to  reduce  the  taxes,  by  means  of 
classification,  with  encouragement  of  reforestation,  although  quite 
a  few  of  the  states  had  amendments  up  to  that  effect,  but  again  I 
don't  know  the  result  of  the  amendments. 

There  are  some  very  interesting  licenses  levied  this  year. 
In  Virginia  they  levied  a  dollar  tax  on  every  pistol,  the  tax.  of 
course,  to  be  paid  by  the  owner.     Somebody  said  that  if  a  similar 
tax  was  levied  in  Cook  County,  Illinois,  they  ought  to  have  enough 
money  to  pay  off  the  national  debt. 

Professor  Belknap  told  us  yesterday  afternoon,  that  down  in 
Kentucky  they  not  only  wish  to  give  the  devil  his  due,  but  also  tax 
the  devil.  The  thought  or  the  desire  of  Kentucky  to  enforce  the 
Volstead  Act  by  a  prohibitive  license  must  account  for  their  new 
license  tax  of  50  cents  on  every  pint  of  liquor  sold  at  retail,  or  10 
cents  a  gallon  on  all  liquor  distilled  or  in  bond.  Moonshine  must 
still  be  lawful  in  Kentucky. 

Louisiana,  realizing  the  popularity  of  the  gasoline  tax,  has  now 
levied  a  one-cent  tax  on  kerosene.  I  think  Louisiana  is  going  to 
start  a  new  idea.  The  income  from  the  tax  would  go  to  the  health 
board  and  to  the  tubercular  sanitorium. 

Texas  has  recognized  the  equality  of  men  and  women,  at  least 
with  regard  to  their  liability  to  the  poll  tax. 

The  State  of  Virginia  says  she  will  grant  a  license,  except  a 
marriage  license,  to  no  persons  unless  they  have  paid  their  poll  tax. 
The  cigarette  sales  tax  has  been  increasing  in  popularit>'  in  the 
southern  states.     I  think  there  were  eight  states  last  year  that  had 
it.  and  Louisiana  is  our  last  recruit.     She  passed  that  tax  this  year. 
This  is  all  I  have  to  say  about  the  high  points  of  1926  tax  legis- 
lation, but  Mr.  Hannan  told  me  this:  Remember  that  the  laws  are 
simply  as  they  appear  in  the  statutes,  and  their  real  meaning  and 
real  interpretation  is  known  only  to  the  courts  and  to  the  tax  ad- 
ministrators, and  if  you  have  any  question  to  ask,  please  ask  them 
of  the  various  tax  administrators  of  the  states  present. 
Thank  you. 
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REVIEW  OF  TAX  LEGISLATION  IX  THE  VARIOUS 
STATES  FOR  1926 

WILLIAM   E.   HANNAN 
Legislative  Reference  Librarian,  New  York  State  Library 

Legislative  sessions  were  held  during  1926,  in  thirteen  states,  as 
follows :  Georgia,  Kentucky,  Louisiana,  ^Massachusetts,  Mississippi, 
New  Jersey,  New  York,  Ohio,  Pennsylvania,  Rhode  Island,  South 
Carolina,  Virginia  and  Washington.  Seven  proposed  constitutional 
amendments  relating  to  taxation  and  finance  were  before  the  voters 
of  three  states,  Maine,  New  York  and  Ohio,  in  1925;  and  thirty 
amendments  were  before  the  voters  of  fifteen  states  in  1926.  Six 
initiative  and  four  referendum  measures  were  submitted  in  five 
states. 

The  outstanding  subjects  acted  upon  in  the  constitutional  field 
were  the  classified  property  tax,  income  and  inheritance  tax  and 
forestation.  In  the  statutory  field,  tax  administration,  exemption, 
income,  inheritance  and  bank  taxes  are  to  be  noted. 

Constitutional  Amendments  Adopted,  1925 
Maine 

Maine  at  the  September  election  authorized  an  issue  of  bonds 
not  to  exceed  $16,000,000,  the  proceeds  of  which  are  to  be  devoted 
solely  to  the  building  of  state  highways  and  interstate,  intrastate 
and  international  bridges. 

A  further  amendment  gave  the  legislature  power  to  authorize  an 
issue  of  bonds  not  to  exceed  $3,000,000,  the  proceeds  of  which  are 
to  be  devoted  solely  to  the  building  of  a  highway  or  combination 
highway  and  railroad  across  the  Kennebec  river. 

New  York 

New  York  adopted  three  important  amendments.  One  authorized 
the  creation  of  a  state  debt,  not  to  exceed  $10,000,000  annually  for 
each  of  the  next  ten  years,  a  total  therefore  of  $100,000,000.  This 
money  is  to  be  used  for  the  purchase  of  property  and  the  construc- 
tion of  buildings,  works  and  improvements  for  the  state.  The 
amendment  has  for  its  principal  purposes  the  remodeling  and  en- 
largement of  hospitals  and  other  state  institutions. 

The  second  amendment  authorized  the  creation  of  a  debt,  not  to 
exceed  $300,000,000,  for  the  elimination  of  grade  crossings.  The 
financial  cost  of  such  elimination  is  to  be  paid  as  follows :  25%  by 
the  state,  25%  by  the  localities  and  50%  by  the  railroads.  The  state, 
in  the  first  instance,  advances  the  money  and  collects  it  back  in 
instalments  which  shall  be  applied  to  reducing  the  debt. 

The  third  amendment  provided  for  the  reorganization  of  the 
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state  government.  The  governor,  the  Heutenant  governor,  the 
comptroller  and  the  attorney  general  are  to  be  elected.  This  elimi- 
nates the  secretary  of  state,  the  treasurer  and  the  state  engineer, 
as  elective  officers,  the  governor  appointing  them  and  others  not 
elected.  The  comptroller  is  to  exercise  no  functions  except  those 
relating  to  auditing  and  accounting.  The  regents  will  appoint  the 
commissioner  of  education.  There  are  to  be  20  civil  departments, 
one  of  which  is  taxation  and  finance.  The  legislature  is  to  deter- 
mine the  form  of  the  departmental  organizations. 

Constitutional  Amendments  Defeated,  1925 
Ohio 

Ohio  defeated  two  proposed  amendments.  One.  to  section  2  of 
article  12  of  its  constitution,  which  proposed  to  exempt  motor 
vehicles  from  taxation  under  the  uniform  rule  and  to  provide  that 
such  vehicles  should  be  taxed  as  might  be  provided  by  law.  The 
amendment  further  provided  that  all  moneys,  credits,  bonds,  stocks 
and  all  other  intangible  propert\'  should  be  taxed  as  might  be  pro- 
vided by  law.  This  class  of  property,  under  the  present  constitu- 
tion, is  taxed  according  to  the  uniform  rule. 

The  second  amendment  proposed  a  new  section  of  article  8  of 
the  constitution.  This  amendment  would  permit  borrowing,  on  the 
part  of  any  local  unit  of  government,  for  current  operating  ex- 
penses or  for  the  acquisition  of  any  property  or  improvement,  hav- 
ing an  estimated  usefulness  of  less  than  five  years  with  provision 
for  emergencies. 

Constitutional  Amendments  Adopted.  1926 

The  voters  of  six  states,  in  1926.  approved  fifteen  amendments 
on  the  subject  of  taxation  and  finance.     The  amendments  follow: 

.■irkansas 

Arkansas  adopted  two  amendments.  One  exempts  from  taxation, 
for  a  period  of  seven  years,  capital  invested  in  a  textile  mill  in  the 
state  for  the  manufacture  of  cotton  and  fiber  goods. 

The  second  provides  for  an  increase  in  the  tax  for  the  support 
of  common  schools  from  two  mills  to  three  mills.  The  amendment 
further  authorizes  local  school  districts  to  increase  the  tax  for  the 
maintenance  of  schools,  the  erection  and  equipment  of  school  build- 
ings and  the  retirement  of  existing  indebtedness  for  buildings, 
from  the  present  rate  of  five  mills  to  eighteen  mills. 

Colifoniia 

California  adopted  five  amendments.  One.  a  new  section  to  the 
constitution,  provides   for  taxing  companies  engaged  in   the  busi- 
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ness  of  transportation  of  persons  or  property  as  a  common  carrier 
for  compensation  over  the  public  highways  by  automobile  or  truck. 
Companies  transporting  persons  and  baggage  would  pay  an  annual 
tax  to  the  state,  based  upon  the  franchise,  cars  and  equipment  used 
exclusively  in  the  business,  of  4J4  per  cent  of  the  gross  receipts. 
Companies  engaged  in  the  business  of  transporting  property  by 
trucks  would  pay  an  annual  tax  of  5  per  cent  of  the  gross  receipts. 
These  taxes  will  be  in  lieu  of  all  other  taxes  and  licenses — state, 
county  and  municipal.  It  is.  however,  provided  that,  should  other 
state  revenues  prove  insufficient  to  meet  the  annual  expenditures 
of  the  state,  there  may  be  levied  a  tax  for  state  purposes  on  this 
class  of  property.  The  rates  of  taxation  fixed  in  the  amendment 
will  remain  in  force  until  changed  by  the  legislature.  The  pro- 
ceeds of  these  taxes  are  for  the  exclusive  use  of  the  highways; 
one-half  to  go  to  the  state  and  one-half  to  the  counties,  in  the  pro- 
portion that  motor  vehicles  registered  within  each  county  bears  to 
the  total  number  of  motor  vehicles  registered  in  the  state. 

A  second  amendment  provides  that  separately  operated  steam 
railroads,  not  exceeding  250  miles  in  length  and  not  operated  as  a 
part  of  other  railroad  systems  owning  or  operating  lines  of  railroad 
in  excess  of  250  miles  in  length,  shall  pay  a  tax  of  5%  per  cent 
upon  their  gross  receipts.  A  third  amendment  adds  a  new  pro- 
vision which  exempts  from  taxation  and  local  assessment  all  prop- 
erty used  for  cemetery  purposes,  except  such  as  is  used  or  held 
for  profit. 

A  fourth  amendment  seeks  to  encourage  forestation.  by  exempt- 
ing from  taxation  all  immature  forest  trees  which  have  been  planted 
on  lands  not  previously  bearing  merchantable  timber,  planted  or 
of  natural  growth,  upon  lands  from  which  the  merchantable  orig- 
inal growth  timber  stand  to  the  extent  of  70  per  cent  of  all  trees 
over  16  inches  in  diameter  has  been  removed.  Such  forest  trees 
shall  be  considered  mature  after  40  years  from  the  time  of  plant- 
ing. Determination  of  maturity  is  placed  in  the  hands  of  a  board 
consisting  of  a  representative  from  the  state  board  of  forestry,  the 
state  board  of  equalization  and  the  county  assessor  of  the  county 
in  which  the  timber  is  located. 

A  fifth  amendment  adds  a  new  section  to  the  constitution  which 
directs  the  issuance  of  $8,500,000  of  state  bonds  and  the  use  of  the 
proceeds  for  the  purpose  of  the  completion  and  equipment  of  state 
buildings  at  Sacramento  and  Los  Angeles  and  buildings  for  the 
University  of  California  at  Berkeley  and  Los  Angeles. 

Louisiana 

Louisiana  adopted  two  amendments  to  its  constitution.  One  fixes 
a  severance  tax  based  on  the  value  of  forest  products  when  severed, 
three-fourths  of  which  is  to  go  to  the  parish  where  such  products 
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are  severed;  and  which  tax,  for  a  period  not  to  exceed  50  years 
from  the  date  of  the  contract,  will  be  in  lieu  of  all  other  taxes  on 
such  forest  products. 

A  second  amendment  provides  for  an  exemption  for  ten  years  of 
the  capital  stock  franchises  and  property  of  all  corporations  con- 
structing, owning  and  operating  within  the  state  a  combined  system 
of  irrigation,  navigation  and  hydro-electric  power. 

Minnesota 

The  voters  of  Minnesota  at  the  general  election  in  1924  defeated 
a  proposed  amendment  which  sought  to  encourage  and  promote 
forestation  of  lands  and  a  system  of  taxation  of  such  lands. 

The  new  amendment  just  adopted  proposes  to  encourage  and 
promote  the  forestation  and  reforestation  of  lands,  whether  owned 
by  private  persons  or  the  public,  by  the  fixing  in  advance  of  a 
definite  and  limited  annual  tax  on  such  lands  for  a  term  of  years 
and  a  yield  tax  at.  or  after  the  end  of  such  term,  upon  the  timber 
and  other  forest  products. 

Sauth  Carolina 

South  Carolina  adopted  three  amendments.  One  amends  section 
8  of  article  8  of  the  constitution  by  providing  that  in  certain  coun- 
ties all  cotton  or  textile  enterprises  of  the  value  above  $100,000 
shall  be  exempt  from  all  county  taxes,  except  for  school  purposes, 
for  five  years  from  the  time  of  their  establishment. 

A  second  amendment  provides  that  in  certain  counties  all  manu- 
facturies  of  a  value  above  $100,000  shall  be  exempt  from  all  county 
taxes,  except  for  school  purposes,  for  five  years  from  the  time  of 
their  establishment. 

The  third  amends  section  5  of  article  10  of  the  constitution  by 
exempting  from  the  provision  that  the  bonded  debt  of  any  county, 
township  or  municipality  shall  not  exceed  8  per  cent  of  the  assessed 
value  of  the  taxable  property,  certain  counties,  when  the  bonds  are 
to  be  used  for  highway  and  bridge  construction,  in  which  case  such 
limitation  shall  never  exceed  18  per  cent  of  the  assessed  value  of 
the  taxable  property ;  or  when  the  proceeds  are  used  for  the  con- 
struction and  maintenance  of  public  buildings  and  bridges. 

Texas 

Texas  adopted  two  amendments.  One  amends  section  3  of 
article  7  of  the  constitution,  by  striking  out  the  word  "  male  "  so 
that  the  poll  tax  will  apply  to  all  inhabitants  of  the  state  between 
the  ages  of  21  and  60  years.  The  amendment  also  increases  the 
school  district  tax. 

The  second  amendment  adds  a  new  section  to  article  7  of  the 
constitution   and   provides   that   all   agriculture   or   grazing   school 
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land  owned  by  any  county  shall  be  subject  to  taxation,  except  for 
state  purposes,  to  the  same  extent  as  lands  privately  owned.  The 
purpose  of  this  amendment  appears  to  be  to  permit  the  county  to 
derive  revenue  by  taxing  the  school  lands  in  such  county. 

C0NSTITUT10N.A.L  Amendments  Defeated,  1926 

The  voters  of  eleven  states  defeated  in  1926  fifteen  amendments, 
on  the  subject  of  taxation  and  finance.     The  amendments  follow. 

California 

California  rejected  two  amendments.  One  proposed  to  grant  a 
further  exemption  from  taxation  to  any  educational  institution  of 
secondary  grade  within  the  state,  if  not  conducted  for  profit,  and 
which  should  be  accredited  to  the  University  of  California. 

The  second  added  to  the  class  of  veterans  whose  property  to  the 
amount  of  $1000  is  exempt  from  taxation  a  new  class  receiving  an 
honorable  discharge,  because  of  disability  resulting  from  service  in 
the  various  military  services  of  the  United  States  in  time  of  peace. 
The  amendment  also  proposed  to  add  to  the  class  of  exempt  prop- 
erty, all  real  property  owned  by  the  ladies  of  the  Grand  Army  of 
the  Republic  and  all  property  owned  by  the  California  Soldiers' 
Widow  Home  Association. 

Colorado 

An  amendment  was  defeated  which  proposed  that  the  general 
assembly  shall  have  power  to*  enact  laws  requiring  the  payment  of 
motor  vehicle  registration  license  fees,  which  fees  shall  be  in  lieu 
of  ad  valorem  taxation  of  such  motor  vehicles. 

Iliinois 

The  amendment  was  defeated  which  provided  for  a  classified 
property  tax. 

Indiatia 

Indiana  defeated  the  amendment  which  proposed  a  new  section 
to  the  constitution  providing  that  the  general  assembly  might  levy 
and  collect  a  tax  upon  income,  from  whatever  source  derived,  at 
such  rates,  in  such  manner  and  with  such  exemptions  as  might  be 
prescribed  by  law. 

Louisiana 

Louisiana  rejected  the  amendment  which  provided  that  the 
graded  license  tax  upon  all  motor  vehicles  should  be  based  upon 
weight  as  well  as  horse  power.  Provision  was  also  made  for  an 
increase  in  the  gasoline  tax,  not  to  exceed  4  cents  a  gallon.  The 
former  maximum  was  two  cents  a  gallon. 
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Montanu 

Two  amendments  were  defeated.  One  provided  for  the  lev-y  of 
taxes  for  the  purpose  of  insuring  growing  crops  against  loss  or 
damage  or  against  hail.  The  second  amendment  would  have  in- 
creased the  rate  of  taxation  for  state  purposes,  for  a  period  of 
twenty  years,  beginning  with  1927. 

Ohio 

Ohio  defeated  an  amendment  which  proposed  that  municipalities 
might  assess  the  entire  cost  of  property  improvements  on  property 
benefited. 

Oklahoma 

An  amendment  to  require  the  state  board  of  equalization  to  make 
annually  a  state  levy,  upon  an  ad  valorem  basis,  sufficient  to  pro- 
duce a  fund  for  apportioning  $15  and  not  to  exceed  S16  per  pupil, 
in  average  daily  attendance  in  the  public  schools,  was  defeated. 

Oregon 

Oregon  rejected  two  amendments.  One  provided  that  no  tax 
upon  inheritance  or  upon  the  income  of  residents  or  citizens  of  the 
state  should  be  levied,  and  that  no  amendment  of  this  section  should 
be  submitted  to  the  people  before  the  year  1940. 

The  second  was  an  amendment  relating  to  tax  limitations,  and 
sought  to  increase  the  powers  of  certain  school  districts. 

JVashington 

A  proposed  new  article  to  the  constitution  was  defeated,  the 
purpose  of  which  was  to  promote  and  encourage  forestation  and 
reforestation  of  lands  within  the  state.  The  legislature  was  author- 
ized to  provide  for  a  definite  and  invariable  tax  on  such  land  for 
a  term  of  years;  and  for  a  classification  rate  and  valuation,  for 
taxation  and  assessment  purposes,  different  from  other  lands  and 
property. 

West  Virginia 

West  Virginia  rejected  two  amendments,  one  relating  to  the 
uniform  rule,  which  provided  that  money,  notes,  accounts  receiv- 
able and  bonds  should  be  taxed  at  a  rate  not  to  exceed  50  cents  on 
each  100  dollars  of  value.  The  revenue  derived  from  this  source 
was  to  be  apportioned  by  the  legislature  among  the  units  of  the 
state,  in  proportion  to  the  levy  in  such  units  upon  real  and  other 
personal  property. 

The  second  amendment  provided  for  a  state  budget. 
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Initiative  Measures  Adopted,  1926 
Montatm 
Montana  adopted  an  initiative  measure   for  the  increase  of  the 
tax  on  gasoline  from  two  cents  to  three  cents  a  gallon,  the  pro- 
ceeds from  the  tax  to  be  deposited  in  the  state  highway  fund,  for 
the  construction  of  highways. 

North  Dakota 
An  initiative  measure  for  an  increase  in  the  gasoline  tax  from 
one  cent  per  gallon  to  two  cents.     The  measure  was  adopted  at  the 
primary  election  June  29,  1926,  by  a  vote  of  65,813  for  to  57,374 
against. 

Initiative  Measures  Rejected,  1926 

California 

California   rejected  an   initiative  measure   which   would   require 

every   distributor   of   gasoline,   distillate   and   other   motor    vehicle 

fuels  to  pay  a  license  tax  of  one  cent  per  gallon,  in  addition  to  the 

two-cent  license  tax  now  required  by  law. 

Oregon 

Oregon  defeated  a  measure  initiated  by  the  Public  Service 
League,  which  provided  for  a  progressive  income  tax,  with  an 
offset  from  such  tax  of  all  property  taxes  levied  and  paid  during 
the  preceding  year. 

Oregon  also  rejected  the  income  tax  bill  initiated  by  the  Oregon 
State  Grange.  This  bill  proposed  a  progressive  income  tax.  Ex- 
emptions and  deductions  in  both  bills  were  the  same. 

Oregon  further  defeated  the  so-called  buss  and  truck  operating 
license  bill  which  proposed  for  the  payment  of  certain  license  fees, 
based  on  weight  and  size. 

Referendum  Measures  Adopted,  1926 

California 

The  veterans'  welfare  bond  act,  passed  by  the  legislature  of  1925, 
was  adopted. 

North  Carolina' 

North  Carolina  adopted  a  measure  to  aid  veterans  of  the  late 
world  war  in  obtaining  homes. 

Referendum  Measures  Rejected,  1926 

Oregon 

Oregon  defeated  the  proposed  cigarette  and  tobacco  excise  tax 
upon  the  sale  of  such  articles. 
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Oregon  also  defeated  the  proposed  license  tax  upon  the  use  of 
motor  vehicles  when  used  as  common  carriers  for  transporting 
persons  and  property  for  hire. 

Referendum  upon  Constitutional  Convention,  1926 
Michigan 
Michigan  defeated  a  measure   submitted  to  the   electors   at  the 
general  election  in  1926,  concerning  the  question  of  a  general  re- 
vision of  the  constitution  and  a  convention  therefor. 

Oklahoma 
Oklahoma  rejected  an  act  authorizing  the  calling  of  a  constitu- 
tional convention  for  the  first  Tuesday  of  November,  1927. 

Tennessee 
Tennessee,  at  an  election  held  August  5,  1926,  defeated  the 
question  of  holding  a  constitutional  convention,  for  the  purpose  of 
considering  nine  specific  subjects.  One  of  the  proposed  subjects, 
was  the  improvement  of  the  present  system  of  taxation  and  assess- 
ment so  as  to  conform  to  present  day  economic  conditions. 

CONSTITUTION.\L    REVISION    COMMISSION,    1926 

Virginia 
A  commission  is  created  to  consist  of  seven  members  selected 
and  appointed  by  the  governor,  to  make  a  study  of  the  constitution 
of  the  state  and  to  propose  in  detail  such  revision  as  will  be  for 
the  best  interest  of  the  commonwealth.  A  report  with  suggested 
amendments  is  to  be  made  to  the  general  assemblv  at  the  session 
of  1928. 

Special  Tax  Investigating  Commissions 

New  Jersey 

A  commission  is  created  consisting  of  four  persons,  two  to  be 
appointed  by  the  president  of  the  senate  and  two  by  the  speaker  of 
the  house.  This  commission  is  to  investigate  and  consider  the  ques- 
tion of  the  taxation  of  all  publicly  owned  property,  and  property 
used  for  the  purpose  and  for  the  protection  of  public  water  supply. 
$10,000  is  appropriated  and  the  commission  is  to  make  report  and 
recommend  necessary  legislation  to  the  next  session  of  the  legis- 
lature. 

Xew  York 

New  York  continues  the  joint  legislative  committee  on  taxation 
for  the  purpose  of  making  further  investigations.  This  committee 
is  to  prepare  and  file  a  report  of  its  investigations  and  recommen- 
dations with  the  legislature  on  or  before  March  1.  1927. 
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Virgitiia 

There  is  created  a  commission  of  three  members  to  make  a  study 
and  to  revise  and  codify  the  general  tax  laws  of  the  state.  The 
commission  is  to  be  composed  of  the  director  of  the  state  legislative 
reference  bureau,  who  is  to  be  ex-officio  chairman,  and  two  mem- 
bers, to  be  appointed  by  the  governor.  The  commission  is  to  report 
to  the  general  assembly  in  1928,  which  report  shall  include  a  draft 
of  the  proposed  bill  to  consolidate  into  one  act  the  general  tax 
statutes  of  the  state. 

State  Tax  Administration 

New  Jersey 

The  salary  of  the  state  board  of  taxes  and  assessment  is  increased 
from  $4,000  to  $4,500  and  the  salary  of  the  president  from  $5,000 
to  $5,500. 

N^ew  York 

An  amendment  authorizes  the  state  tax  commission  to  request  the 
town  supervisors,  as  well  as  the  local  assessors,  to  attend  the  bien- 
nial state  tax  conference  called  by  that  commission.  The  cost  of 
attendance  is  made  a  charge  against  the  county. 

Legislation  enacted  this  year  by  New  York  consolidates  all  state 
taxing  functions  into  one  state  department,  thus  completing  the 
work  of  centralization  begun  by  chapter  90  of  the  laws  of  1921. 
Responsibility  for  the  efficient  administration  of  the  tax  laws  is 
now  squarely  centered  in  the  state  tax  commission.  Under  the  new 
administrative  reorganization,  authorized  by  constitutional  amend- 
ment adopted  in  November,  1925,  the  various  state  departments, 
boards  and  commissions  have  been  consolidated  into  18  depart- 
ments, effective  January  1,  1927.  One  of  such  departments  is  the 
department  of  taxation  and  finance.  The  head  of  this  department 
is  the  commissioner  of  taxation  and  finance,  appointed  by  the  gov- 
ernor, by  and  with  the  advice  and  consent  of  the  senate.  The  term 
of  oflice  is  coterminous  with  that  of  the  governor  by  whom  he  is 
appointed.  Such  commissioner  is  ex-officio  a  member  and  president 
of  the  state  tax  commission.  The  other  two  members  of  the  com- 
mission are  appointed  by  the  governor,  by  and  with  the  advice  and 
consent  of  the  senate,  for  six-year  terms. 

In  the  new  department  there  are  two  divisions,  one  of  taxation 
and  one  of  finance.  The  commissioner  of  taxation  and  finance  is 
authorized  to  establish  such  additional  divisions  and  bureaus  as  he 
may  deem  necessary  and  he  also  may  appoint  and  remove  such 
officers,  assistants  and  other  employees  as  may  be  necessary,  subject 
to  the  civil  service  law. 

The  head  of  the  division  of  taxation  is  the  state  tax  commission; 
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and  the  head  of  the  division  of  finance  is  appointed  by  the  com- 
missioner of  taxation  and  finance  and  holds  office  during  his  pleas- 
ure. This  division  assumes  and  administers  the  functions  formerly 
performed  by  the  state  treasurer. 

Certain  duties  of  the  state  comptroller  are  assigned  to  the  de- 
partment of  taxation  and  finance,  and  certain  duties  performed  by 
the  tax  department  are  transferred. 

The  state  board  of  equalization  is  continued  in  principle;  but  the 
personnel  is  to  consist  only  of  the  members  of  the  state  tax  com- 
mission. Formerly  this  board  was  composed  of  the  six  elective 
state  officers,  the  speaker  of  the  assembly  and  the  three  state  tax 
commissioners. 

Rhode  Island 

Rhode  Island  provides  for  a  state  commissioner  of  finance,  to  be 
appointed  by  the  governor,  with  the  advice  and  consent  of  the 
senate,  for  a  term  of  four  years.  This  commissioner  is  to  supervise 
the  accounts  and  establish  a  uniform  system  of  accounting  for  all 
state  departments  and  agencies,  except  the  general  treasurer.  It  is 
also  made  the  duty  of  such  commissioner  to  prepare  the  annual 
state  appropriation  bill  and  transmit  the  same  on  or  before  Feb- 
ruary 1st  of  each  year  to  the  governor  and  House  of  Represen- 
tatives. 

Virginia 

A  change  is  made  in  the  personnel  of  the  state  tax  commission. 
It  is  to  consist  of  the  governor  and  auditor  of  public  accounts,  ex- 
officio,  and  one  member,  to  be  appointed  for  four  years  by  the 
governor,  subject  to  confirmation  by  the  general  assembly,  and 
removable  by  the  governor.  The  former  commission  was  composed 
of  the  auditor  of  public  accounts,  the  second  auditor  and  the  state 
treasurer.  The  appointed  member  of  the  new  commission  is  to  be 
the  chairman,  with  the  title  of  state  tax  commissioner,  and  is  to 
devote  his  full  time  to  his  duties.  He  is  to  be  a  person  of  proved 
executive  ability  and  knowledge  of  taxation. 

Washington 

The  legislature  of  Washington,  at  its  extra  session  December 
1925  and  January  1926,  completely  recodified  its  revenue  code  with 
the  exception  of  the  inheritance  tax.  The  new  law  effects  a  better 
system  of  state  and  local  administration  and  a  more  thorough 
assessment  of  the  property  of  public  utilities.  The  county  assessor 
and  the  local  boards  of  equalization  are  to  work  under  a  more  im- 
proved method  of  listing  and  assessing  local  property. 
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Local  Tax  Administration 

Massachusetts 

Massachusetts  repealed  the  law  which  fixed  the  minimum  rate 
of  compensation  paid  assessors  of  taxes.  The  assessors  were  for- 
merly paid  $3.50. 

New  Jersey 

The  office  of  assessor  in  townships  and  boroughs  is  abolished  and 
there  is  created  in  its  stead  a  board  of  three  assessors.  Each  town- 
ship, through  its  township  committee  and  each  borough  through  its 
mayor  and  council,  is  authorized  to  appoint  a  board  of  three  asses- 
sors of  taxes  to  appraise  and  value  the  property  of  each  township 
or  borough.  The  term  of  each  member  of  such  board  is  three 
years.  This  law  becomes  operative  in  any  township  or  borough 
when  its  provisions  are  accepted  by  ordinances  enacted  by  the 
local  governing  body. 

New  Jersey  provides  increases  in  the  salaries  of  members  of  the 
county  boards  of  taxation. 

New  York 

An  amendment  to  the  county  law  adds  a  new  provision  which 
authorizes  the  board  of  supervisors  to  require  the  county  recording 
officer  to  furnish  to  the  assessors  of  the  various  tax  districts  a  state- 
ment showing  all  transfers  of  real  property  situated  within  the  tax 
district  of  each  assessor. 

Virginia 

In  order  to  provide  for  uniformity  in  the  office  of  the  commis- 
sioner of  revenue  of  the  various  counties,  an  amendment  requires 
that  there  shall  be  one  commissioner  of  the  revenue  for  each  of  the 
counties  and  one  for  each  city. 

Virginia  abolished  the  office  of  assessor  of  lands  and  provided 
that  the  duties  of  such  office  are  to  be  taken  over  and  performed 
by  the  commissioner  of  revenue  of  each  of  the  counties. 

Exemption  from  Taxation 

Louisiana 

For  ten  years  from  the  date  of  completion,  the  capital  stock, 
franchise  and  property  of  all  corporations  constructing,  owning 
and  operating  within  the  state  a  combined  system  of  irrigation, 
navigation  and  hydro-electric  power,  and  using  the  fresh  water  of 
Louisiana  streams  and  watersheds,  shall  be  exempt  from  taxation ; 
provided  not  less  than  $3,000,000  shall  have  been  expended  for  the 
construction  of  either  system  prior  to  January  1,  1932. 
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Mississippi 

All  property,  real  or  personal,  donated,  bequeathed  or  devised  to 
the  free  public  schools  of  the  state,  whether  elementary,  secondary, 
collegiate,  or  university  grade,  and  the  rents,  income  or  revenues 
therefrom,  which  are  devoted  to  the  aid,  support  or  maintenance  of 
such  schools,  are  to  be  exempt  from  all  taxes. 

Mississippi  provides  that  all  permanent  toll  bridges,  more  than 
one  and  one-half  miles  in  length,  which  shall  be  constructed  prior 
to  January  1,  1931,  may,  with  the  consent  of  the  board  of  super- 
visors of  any  county,  or  the  mayor  and  board  of  aldermen  of  any 
city  in  which  such  bridge  may  be  located,  be  exempt  from  county 
and  municipal  taxes  for  a  period  of  five  years  from  the  first  day 
of  February  after  completion. 

Mississippi  authorizes  the  board  of  supervisors  of  the  various 
counties  to  adopt  a  resolution  exempting  from  the  county  tax.  for 
a  period  of  five  years,  all  improvements  hereafter  built  on  any  farm 
land  of  the  state.  Such  board  may  fix  the  assessed  value  of  all 
such  farm  property  at  not  to  exceed  that  which  would  have  been 
made,  had  no  such  improvements  been  made. 

Mississippi  also  exempts  from  ad  valorem  taxation,  for  a  period 
of  five  years,  all  factories  now  established  or  to  be  established  in 
the  state  before  January  1,  1928,  for  the  making  of  paper  products. 
The  tangible  property  owned  by  any  such  factory  is  to  be  included 
in  the  exemption.  The  finished  product  of  such  factories  is  not 
exempt  from  taxation. 

Factories  or  manufacturing  plants  for  carbonizing  hard  wood 
and  hard  wood  waste,  and  for  the  manufacture  and  distillation  of 
wood  alcohol  and  other  bi-products,  are  to  be  exempt  from  county 
and  municipal  taxation  for  a  period  of  five  years  from  and  after 
January  1.  1927,  at  the  discretion  of  the  board  of  supervisors  of 
any  county  or  governing  authority  of  the  municipality  where  the 
plant  is  located. 

Nczv  York 

New  York  adds  to  propert>-  exempt  from  taxation,  public  avia- 
tion fields. 

Rhode  Island 

A  special  act  authorizes  the  electors  of  the  city  of  Woonsocket  to 
exempt,  for  a  period  not  exceeding  ten  years,  such  manufacturing 
property  as  may  hereafter  be  located  in  such  city  in  consequence  of 
such  exemption,  and  also  the  land  on  which  such  property  is  located. 

South  Carolina 
South  Carolina  provides  that  all  property  acquired  by  any  city 
of  the  state,  for  the  purpose  of  establishing,  developing,  maintain- 
ing or  operating  port  and  terminal  utilities,  is  to  be  exempt  from 
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taxation,   so   long  as   it   shall   be   maintained   and   used   for   such 
purposes. 

Income  Tax 
New  York 

An  amendment  to  the  income  tax  law  provides  for  an  increase 
in  the  personal  exemptions,  thus  making  them  conform  to  the 
federal  act  of  1926. 

Formerly  a  husband  and  wife  making  separate  returns  divided 
the  exemption  equally.  Under  the  amendment  the  exemption  may 
be  taken  by  either  or  divided  between  them. 

Newf  York  also  made  a  change  in  the  requirements  for  returns,  in 
order  to  bring  them  into  harmony  with  the  increased  exemptions. 

Changes  in  relation  to  deductions  in  computing  net  income, 
permit  deductions  of  contributions  or  gifts  to  or  for  the  use  of 
the  United  States,  any  state,  territory  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia,  for  exclusively  public  pur- 
poses; provided  that  the  amount  of  such  contributions  or  gifts  for 
all  purposes  do  not  in  the  aggregate  exceed  fifteen  per  centum  of 
the  taxpayer's  net  income.  In  the  case  of  a  non-resident,  the  addi- 
tional deductions  are  allowed  only  with  respect  to  contributions  or 
gifts  to  this  state  or  any  political  subdivision  thereof. 

New  York  further  amended  the  personal  income  tax  in  relation 
to  stock  dividends,  in  order  to  conform  to  the  decision  in  the  case 
of  Eisner  v.  Macomher.  The  term  '"  stock  dividend  "  is  defined 
to  mean  new  stock  issued  to  shareholders  for  surplus  or  profits 
capitalized,  in  proportion  to  their  previous  holdings.  Such  stock 
dividends  are  not  subject  to  taxation.  The  amendment  is  retro- 
active to  January  1,  1919. 

New  York  also  provided  that  business  expenses  connected  with 
the  production  of  income  from  moneyed  capital  which  is  exempt 
from  the  personal  income  tax,  shall  not  be  deductible  from  other 
gross  income,  in  arriving  at  taxable  income. 

New  York  further  extends  the  time  within  w'hich  a  taxpayer  may 
apply  for  revision  of  a  personal  income  tax,  from  one  year  to  two 
years. 

This  year  New  York,  as  in  1924  and  1925,  effected  a  reduction 
of  tw^enty-five  per  cent  in  personal  income  taxes,  the  reduction  to 
be  charged  against  the  state's  share  of  the  tax. 

South  Carolina 

South  Carolina  repealed  its  former  income  tax  law  which  vi^as 
largely  based  on  the  federal  income  tax  act.  The  new  law  lays  a 
tax  on  the  net  income  of  residents,  and  also  upon  that  of  non- 
residents earned  within  the  state. 

The  tax  on  indiivdual  incomes  is  progressive  and  is  as  follows: 


142  NATIONAL  TAX  ASSOCIATION 

1  per  cent  on  the  excess  above  the  amount  exempted,  up  to  $2,500; 
V/i  per  cent  over  $2,500  to  $5,000;  2^  per  cent  over  $5,000  to 
$7,500;  Zy2  per  cent  over  $7,500  to  $10,000;  Ay2  per  cent  over 
$10,000  to  $15,000;  5  per  cent  on  the  excess  over  $15,000. 

Corporations,  both  domestic  and  foreign,  pay  a  flat  rate  of  4  per 
cent.  The  proceeds  of  the  income  tax  are  to  be  paid  into  the  credit 
of  the  general  fund  of  the  state. 

Virginia 

The  rate  of  the  personal  income  tax  is  increased  from  1  per  cent 
on  net  income  not  exceeding  $3,000  to  13^  per  cent.  The  former 
maximum  rate  was  2  per  cent  on  net  income  in  excess  of  $3,000. 
The  nev\^  provision  levies  a  tax  of  2^  per  cent  on  net  income  in 
excess  of  $3,000  to  $5,000  and  a  new  rate  of  3  per  cent  is  provided 
on  net  incomes  in  excess  of  $5,000. 

The  corporation  income  tax  is  to  be  computed  by  the  state  tax 
commission  upon  the  basis  of  its  entire  net  income ;  and  the  tax 
imposed  is  at  the  rate  of  3  per  cent  of  such  income. 

Inheritance  Tax 

Georgia 

While  Georgia  does  not  have  a  so-called  inheritance  tax  law,  it 
provides  for  the  collection  of  an  estate  tax  upon  the  basis  of  the 
federal  estate  act  which  it  had  adopted  for  its  own  purpose. 
Georgia  therefore  enacted  legislation  in  order  to  take  advantage 
of  the  80  per  cent  credit  allowed  under  the  federal  act. 

Kentucky 

An  amendment  to  the  inheritance  tax  laws  makes  a  material  in- 
crease in  both  the  base  and  rate  for  property  passing  to  beneficiaries 
in  classes  A  and  B. 

A  further  amendment  provides  for  a  transfer  tax  upon  the  tan- 
gible personal  property  of  non-resident  decedents;  and  the  state  tax 
commission,  when  intangible  personal  property  belonging  to  a  non- 
resident decedent  is  found  to  be  physically  located  in  the  state,  is 
required  to  inform  the  state  official  collecting  the  inheritance  tax 
in  the  state  of  domicile  of  such  decedent;  provided  such  state 
furnishes  like  information  to  the  Kentucky  State  Tax  Commission, 
in  a  reciprocal  manner. 

Massachusetts 

There  is  added  to  the  property  subject  to  the  inheritance  tax, 
any  interest  in  real  estate  and  all  tangible  personal  property.  It  is 
further  provided  that  intangible  personal  property  shall  not  be  tax- 
able,  if  the  decedent  is  a  resident  of  another   state,   which   state 
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does  not  impose  a  legacy  or  succession  tax  on  intangible  personal 
property  in  such  state  of  residents  of  Massachusetts ;  nor  shall  such 
tax  be  payable  if  reciprocal  provisions  obtain. 

Massachusetts  provides  for  the  temporary  imposition  of  an  estate 
tax  upon  the  estate  of  every  person  dying  after  February  26,  1926, 
and  before  June  1,  1927,.  who,  at  the  time  of  death,  was  a  resident 
of  the  commonwealth.  The  amount  of  the  tax  shall  be  the  amount 
by  which  80  per  cent  of  the  estate  tax  payable  to  the  United  States 
under  the  provisions  of  the  federal  revenue  act  of  1926,  shall  ex- 
ceed the  aggregate  amount  of  all  estate,  inheritance,  legacy  and 
succession  taxes  actually  paid  to  the  several  states  of  the  United 
States,  in  respect  to  any  property  owned  by  such  decedent  or  sub- 
ject to  such  taxes  as  a  part  of  or  in  connection  with  his  estate. 

Mississippi 

An  amendment  to  the  inheritance  tax  law  provides  in  the  case 
of  a  resident  for  a  deduction  from  the  value  of  the  gross  estate  of 
the  sum  of  $5,000,  formerly  $10,000,  for  the  widow  and  a  like  sum 
for  each  child  of  the  decedent.  A  minimum  exemption  of  $25,000 
is  to  be  allowed  in  all  cases,  whether  or  not  there  be  a  widow 
or  child. 

Nezv  Jersey 

New  Jersey  amends  the  inheritance  tax  law  by  increasing  the 
rate  on  all  classes  of  beneficiaries.  The  former  tax  was  a  flat  rate 
of  5  per  cent  on  property  passing  to  heirs  of  the  first  class. 

New  Jersey  also  repealed  that  part  of  its  inheritance  tax  law 
which  provided  for  a  tax  on  the  intangible  property  of  non- 
resident decedents. 

New  York 

The  law  relative  to  the  state  tax  on  the  estates  of  resident  dece- 
dents was  materially  altered,  in  order  to  take  advantage  of  and 
bring  it  into  harmony  with  the  change  made  in  the  federal  estate 
tax  law. 

It  is  further  provided  that  if  the  total  tax  imposed  exceeds  five 
per  cent  of  the  net  estate,  the  tax  commission  shall  extend  the  time 
for  the  payment  of  such  tax  for  a  reasonable  period,  not  to  exceed 
four  years  from  due  date.  The  commission  may  require  payment 
to  be  made  in  annual  instalments. 

New  York,  by  an  amendment  to  the  transfer  tax  law  relating  to 
the  taxation  of  transfers  of  the  estates  of  non-residents,  provides 
for  reciprocal  relations  with  the  District  of  Columbia.  The  prin- 
ciple of  reciprocity  however  is  not  to  apply  in  the  case  of  tangible 
personal  property  having  an  actual  situs  in  this  state  and  belong- 
ing to  a  non-resident  decedent. 
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Rhode  Islatid 


Rhode  Island  provides  for  a  tax  of  one  per  cent  on  the  excess 
value  of  the  net  estate  of  every  resident  and  non-resident  decedent 
over  $10,000.  Formerly  such  tax  was  one-half  of  one  per  cent 
upon  the  excess  value  of  net  estates  over  $5,000.  Real  property 
located  outside  the  state  and  tangible  personal  property  having  an 
actual  situs  outside  the  state  are  not  subject  to  such  tax. 

Rhode  Island  also  enacts  a  law  in  order  to  obtain  for  the  state 
the  benefit  of  the  credit  of  80  per  cent  allowed  under  the  federal 
estate  act. 

Virginia 

An  addition  to  the  inheritance  tax  law  provides  for  a  tax  upon 
transfer  at  death  of  the  personal  property  and  real  estate  of  non- 
resident decedents.  The  tax  is  to  be  two  per  cent  on  the  actual 
value  of  the  property  transferred  and  on  any  interest  therein.  The 
tax  is  not  to  apply  to  money  on  deposit  in  any  banking  institution 
in  the  state,  if  such  deposit  is  owned  by  the  state  of  a  non-resident. 

Virginia  took  full  advantage  of  the  80  per  cent  credit  allowed 
by  the  federal  statute  and  provided  for  a  tax  upon  the  estates  of 
resident  decedents. 

Corporations 

Louisiutm 

An  amendment  provides  that  for  the  purpose  of  computing  the 
capital  stock  tax,  shares  without  nominal  or  par  value  shall  be 
treated  and  considered  as  capital  stock  or  stock  with  the  par  value 
equal  to  the  value  of  the  consideration  received  by,  or  due  to,  the 
corporation  from  the  stockholders  or  subscribers  for  such  shares. 
Under  the  former  law,  for  the  purpose  of  such  tax,  shares  of  no 
par  value  were  to  be  considered  as  of  the  par  value  of  $100  each. 

Mississippi 

All  shares  of  stock  of  non-resident  or  foreign  corporations  are 
made  exempt  from  all  taxes,  whether  or  not  the  corporation  pays 
taxes  on  its  property  or  capital  stock  in  this  or  any  other  state. 

New  York 

Sec.  182  of  the  tax  law,  relative  to  a  franchise  tax  on  both 
domestic  or  foreign  corporations,  was  amended  to  provide  that  the 
franchise  tax,  in  addition  to  being  for  the  privilege  of  exercising 
the  corporate  franchise  or  of  doing  business  in  the  state,  should 
also  be  for  the  privilege  of  holding  property  therein.  The  tax  is 
to  be  computed  upon  the  portion  of  the  net  value  of  its  issued 
capital  stock.     Provision  is  also  made  so  that  foreign  corporations. 
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not  doing  a  continuous  business  in  the  state,  but  having  bank  bal- 
ances in  the  state  for  use  without  the  state,  or  stocks  or  bonds  for 
purpose  of  safe-keeping,  shall  not  be  subject  to  taxation.  Corpora- 
tions engaged  exclusively  in  interstate  or  foreign  commerce  are 
excluded  from  the  act. 

Banks 

New  York 

New  York  enacted  a  franchise  tax  on  the  net  income  of  banks, 
both  state  and  national,  and  repealed  the  moneyed  capital  tax.  The 
new  law  becomes  effective  March  31st,  1927.  State  banks,  trust 
companies,  investment  companies  and  other  domestic  financial  cor- 
porations, national  banks,  incorporated  foreign  banks,  incorporated 
foreign  investors,  and  foreign  financial  corporations  are  required 
to  pay  an  annual  franchise  tax  of  4]5^  per  cent  on  net  income,  such 
tax  to  be  in  lieu  of  all  other  taxes,  except  those  on  real  estate. 
Dividends,  however,  from  such  banks  and  corporations  are  to  be 
included  in  the  taxable  income  of  the  residents  for  state  income 
taxation. 

Insurance  Companies 

Kentucky 

An  amendment  provides  for  the  payment  by  domestic  life  insur- 
ance companies  of  an  annual  tax  for  state  purposes  on  the  shares 
of  stock  of  each  company  at  the  rate  of  50  cents  on  each  $100  of 
the  fair  cash  value  of  such  shares,  the  value  to  be  determined  in 
the  same  manner  as  the  value  of  shares  of  stocks  of  national  banks, 
state  banks,  and  trust  companies.  This  tax  is  for  state  purposes 
only  and  is  to  be  in  lieu  of  all  other  taxes  by  the  state  or  any 
county,  city,  town  or  other  taxing  district. 

Mississippi 

Domestic  insurance  companies  are  to  pay  an  annual  privilege  tax 
equal  to  one-half  the  premium  tax  imposed  by  law  on  foreign  in- 
surance companies  which  do  the  same  kind  and  amount  of  business, 
and  such  companies  shall  be  exempt  from  all  other  taxes.  It  is 
further  provided  that  each  county  and  municipality,  in  which  any 
domestic  insurance  company  has  its  legal  domicile  or  principal 
place  of  business  may  levy  and  collect  annually  a  privilege  tax  on 
such  company  not  to  exceed  40  per  cent  for  such  county  and  60 
per  cent  for  such  municipality  of  the  state  privilege  tax. 
10 
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Public  Utilities 

Kentucky 

There  is  added  to  the  list  of  utilities  subject  to  pay  an  annual 
tax  on  their  franchises,  bus  line  companies,  tank  car  companies, 
coal  car  companies  and  pipe  line  companies;  and  the  state  tax  com- 
mission is  to  constitute  the  board  of  valuation  and  assessment  for 
fixing  the  value  of  the  foregoing  franchises.  Formerly  the  audi- 
tor, treasurer  and  secretary  of  state  composed  such  board. 

Mississippi 

Under  a  new  law  the  state  tax  commission  is  to  annually  assess 
for  taxation  purposes  corporations  engaged  in  the  business  of  oper- 
ating, furnishing  or  leasing  cars  for  the  transportation  of  freight, 
and  each  company  is  to  be  assessed  on  the  value  of  its  property 
within  the  state. 

New  Jersey 

A  new  provision  states  that  public  utilities  which  pay  an  annual 
franchise  tax  based  upon  gross  receipts  shall  not  include  in  the 
statement  of  the  gross  receipts  upon  which  such  tax  is  based,  any 
money  received  in  payment  for  its  products  sold  and  furnished  to 
any  other  public  utility;  and  shall  pay  no  tax  on  products  sold  to 
such  other  public  utility. 

South  Carolina 

An  additional  license  fee  of  three  mills  upon  each  dollar  of  the 
true  value  of  property  owned  or  used  within  the  state  in  the  con- 
duct of  the  business  of  the  various  public  utilities,  is  to  be  levied 
and  collected,  which  tax  is  in  addition  to  the  regular  license  fee 
of  one  mill. 

]\IoTOK  Vehicles 

Louisiana 

Louisiana  makes  a  change  in  the  graded  license  tax  for  second 
class  motor  vehicles.  A  new  class,  of  a  net  carrying  capacity  of 
750  to  2000  pounds,  is  provided,  and  such  class  shall  pay  a  license 
tax  of  $10  per  1000  pounds.  A  material  increase  is  also  made  in 
the  rates  for  vehicles  having  a  larger  carrying  capacity. 

Massachusetts 

Massachusetts  requires  a  registration  fee  of  $15  on  each  motor 
vehicle  of  the  convertible  passenger  type,  with  box  or  slip-on  body, 
of  a  carrying  capacity  not  exceeding  1000  pounds,  and  used  for 
the  transportation  of  tools,  utensils,  goods,  wares  or  merchandise. 
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Mississippi 

Mississippi  provides  for  a  new  classification  for  trailers  and 
semi-trailers  having  a  carrying  capacity  of  one  ton  or  less,  the 
privilege  tax  on  which  is  to  be  $10  a  year. 

Virginia 

The  registration  fee  of  motor  vehicles,  trailers  and  semi-trailers 
is  to  be  paid  on  a  basis  of  weight,  instead  of  horse-power  as  for- 
merly. The  new  rate  is  70  cents  per  hundred  pounds  of  weight  or 
fraction  thereof ;  and  it  is  further  provided  that  all  motor  vehicles 
used  for  the  transportation  of  passengers  shall  be  licensed  accord- 
ing to  weight. 

G.A.SOLINE  Tax 

Five  states,  Kentucky,  Mississippi,  Montana,  North  Dakota  and 
Virginia,  provided  for  an  increase  in  the  rate  of  tax  on  gasoline. 
Kentucky  increased  the  tax  from  3  to  5  cents  per  gallon ;  but  pro- 
vides that  after  July  1,  1928,  the  tax  shall  be  reduced  from  5  to  3 
cents.  Mississippi  increased  the  tax  from  3  to  4  cents  a  gallon ; 
Montana,  by  the  initiative,  from  2  to  3  cents  a  gallon ;  and  North 
Dakota,  by  an  initiative  measure,  from  1  to  2  cents  a  gallon.  Vir- 
ginia increased  the  tax  from  2  to  4>2  cents.  California  rejected 
the  initiative  measure  which  provided  for  a  tax  of  1  cent  a  gallon 
in  addition  to  the  present  2-cent  tax;  and  Louisiana  defeated  the 
constitutional  amendment  which  sought  an  increase  in  the  gasoline 
tax  from  2  to  4  cents. 

Assessment 

Kentucky 

A  new  act  provides  for  an  annual  ad  valorem  tax  of  50  cents  on 
each  $100  of  the  fair  cash  value  of  all  unmanufactured  agricul- 
tural products  subject  to  taxation,  to  be  paid  by  the  owner,  person, 
or  corporation  assessed,  such  tax  to  be  for  state  purposes  only  and 
to  be  in  lieu  of  all  other  ad  valorem  taxes  by  the  state  or  any  county, 
city,  town  or  other  taxing  district.  An  exception  provides  that 
cities  and  counties  may  each  impose  an  ad  valorem  tax  not  to 
exceed  15  cents  on  each  $100.  There  shall  be  subject  to  state  taxa- 
tion only,  unmanufactured  agricultural  products  actually  on  hand  at 
the  plants  of  manufacturing  concerns  for  the  purposes  of  manu- 
facture, and  unmanufactured  agricultural  products  in  the  hands  of 
the  producer,  or  in  the  hands  of  any  agent  or  agency  of  the  pro- 
ducer for  purposes  of  sale. 

Louisiana 

Ship  repair  plants,  owning  and  operating  floating  dry  docks  for 
repairing  and  constructing  ocean-going  vessels,  are  given  a  separate 
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classification,  under  the  authority  of  a  constitutional  amendment. 
Such  plants  and  property,  for  a  period  of  ten  years  after  January 
1,  1926,  are  to  be  valued  by  the  assessing  authorities  for  state  pur- 
poses at  40  per  cent  of  actual  value,  which  valuation  shall  obtain 
for  local  purposes  throughout  the  state  where  such  plants  and 
property  are  located. 

A  separate  classification  for  purposes  of  taxation  is  given  plants 
engaged  exclusively  in  the  utilization  of  waste  materials,  such  as 
water  hyacinths,  rice  hulls,  rice  straw,  cotton  stalks  or  other  waste 
materials  from  either  rice  or  cotton.  Such  plants,  from  July,  1926, 
until  January  1,  1937,  are  to  be  valued  by  the  assessing  authorities 
for  state  purposes  at  10  per  cent  of  the  actual  value,  which  valua- 
tion shall  be  binding  for  local  purposes. 

Massachusetts 
Motor  vehicles  are  added  to  the  list  of  items  of  property  owned 
by  domestic  and  foreign  corporations,  an  annual  return  of  which 
is  to  be  made  by  the  assessors  to  the  tax  commissioner. 

A'ezi'  York 
It  is  provided  that  dam  sites,  dams,  reservoirs  and  flowage  lands, 
including  the  right  or  privilege  in  connection  therewith  and  the 
capacity  thereof  to  impound,  store  or  provide  water  for  power 
purposes,  shall  be  assessed  in  the  tax  district  in  which  the  same  or 
any  part  thereof  are  situated.  It  is  further  provided  that  if  the 
legal  title  to  lands  occupied  or  submerged  is  in  the  state,  or  in  a 
person  other  than  the  owner  of  the  dam,  and  flowage  rights  in  the 
owner  of  the  dam  under  right  of  lease  for  fifty  years  or  more,  the 
interest  of  such  owner  shall  be  assessed  as  real  property  by  the 
assessors  of  the  tax  district  in  which  such  lands  are  situated. 

Virginia 

The  beginning  of  the  tax  year  is  to  be  as  of  January  1,  1927.  and 
each  year  thereafter.     Formerly  the  year  began  February  1. 

Rates  and  Levies 
Kentucky 

Boards  of  education  in  second-class  cities  are  authorized  to  levy 
a  tax  for  school  purposes  of  $100  upon  each  $100  of  taxable  prop- 
erty ;  formerly  the  rate  was  65  cents.  Such  boards  may  also  levy 
an  additional  25  cents,  with  the  approval  of  the  board  of  commis- 
sioners, or  general  council  of  such  cit\'. 

The  board  of  education  of  any  county,  upon  petition,  is  author- 
ized to  submit  to  the  voters  the  question  of  levying  a  tax  for  school 
purposes  of  not  to  exceed  50  cents  on  each  $100  of  taxable  prop- 
erty.    The  former  rate  was  25  cents. 
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Mississippi 

A  state  tax  of  six  mills  on  each  dollar  of  taxable  property,  for 
each  of  the  years  1926  and  1927,  is  to  be  levied  for  state  purposes. 

The  board  of  supervisors  of  any  county  having  a  population  of 
more  than  50,000  inhabitants,  are  authorized  to  use,  in  addition  to 
other  taxes,  the  county's  share  of  the  gasoline  tax,  for  the  purpose 
of  paying  interest  and  principal  on  bonds  issued  for  building 
bridges  and  roads. 

Nezv  Jersey 

New  Jersey  provides  for  a  tax  of  ^  mill  on  each  dollar  on  all 
the  real  and  personal  property  in  the  various  municipalities;  the 
proceeds  of  such  tax  is  to  be  paid  into  the  state  institution  con- 
struction fund. 

New  York 

New  York  fixes  the  state  direct  tax  for  the  fiscal  year  of  1926 
at  one  mill.  This  tax  was  one  and  one-half  mills  for  the  fiscal 
years  1924  and  1925,  and  prior  thereto,  two  mills. 

Rhode  Island 

Rhode  Island  provides  for  the  levy  of  a  tax  of  three  cents  on 
each  $100  of  the  ratable  property  of  the  several  towns  for  the  years 
1927,  1928  and  1929;  which  tax  is  in  addition  to  any  other  state 
taxes.     The  proceeds  shall  be  used  for  highway  purposes. 

Miscellaneous  License  Fees  and  Taxes 
Kentucky 

A  license  or  excise  tax  of  50  cents  is  laid  on  each  pint  of  whis- 
key, brandy,  gin,  rum  and  similar  liquors  sold  in  the  state  at  retail. 
The  proceeds  of  the  tax  are  to  be  credited  to  the  state  general 
•  fund,  for  the  general  expenses  of  the  state.  The  administration  of 
the  law  is  under  the  state  tax  commission. 

Every  corporation  or  individual  engaged  in  the  business  of  manu- 
facturing distilled  spirits,  such  as  whiskey  or  brandy  or  similar 
liquors,  and  every  owner  or  proprietor  of  a  bonded  warehouse  in 
which  such  liquors  are  stored,  is  required  to  pay  a  lifense  tax  of 
10  cents  on  every  proof  gallon  of  such  distilled  spirits.  This  tax  is 
in  addition  to  other  taxes  now  imposed  by  law.  The  state  tax 
commission  administers  the  provisions  of  the  act. 

Louisiana 

In  order  to  promote  the  public  health  and  to  assist  local  units  of 
government  to  maintain  a  full-time  health  officer,  and  for  the  pur- 
pose of  establishing  and  maintaining  regional  or  district  sanatoria 
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for  tubercular  cases,  and  for  the  purpose  of  indemnifying  the 
owners  of  all  tubercular  dairy  cattle  killed  according  to  law;  a  tax 
of  one  cent  per  gallon  on  all  kerosene  sold  in  the  state  for  domestic 
consumption  is  to  be  levied.  The  tax  is  to  be  paid  by  dealers  en- 
gaged in  the  handling,  sale  and  distribution  of  such  kerosene. 

Louisiana  is  to  levy  a  stamp  tax  on  tobacco  and  tobacco  products, 
for  the  benefit  of  the  public  schools  of  the  state.  The  rate  of  the 
tax  is  one  cent  for  each  ten  cents  or  fractional  part  thereof  of  the 
retail  selling  price  of  all  cigarettes,  smoking  and  chewing  tobacco, 
cigars,  cheroots  and  snuff  made  of  tobacco  or  any  substitute.  The 
proceeds  of  this  stamp  tax  are  to  be  credited  to  the  state  current 
school  fund. 

Virginia 

A  license  tax  of  $1  is  to  be  levied  on  each  pistol  or  revolver  to 
be  paid  by  every  person  in  the  state  who  owns  such  weapon.  Such 
tax  is  to  be  in  lieu  of  all  other  taxes  on  such  weapons. 

Poll  Tax 

Virginia 

In  order  to  better  enforce  the  payment  of  the  state  capitation  tax. 
no  license  or  permit  of  any  kind,  other  than  a  marriage  license,  is 
to  be  issued  to  any  person  subject  to  such  capitation  tax,  unless 
'such  person  has  paid  the  tax  required.  The  provisions  of  the  law 
are  not  to  apply  to  persons  exempt  from  the  capitation  tax. 

Forestry  Tax 

California 

California,  by  constitutional  amendment  which  was  adopted,  seeks 
to  encourage  forestation  by  exempting  from  taxation  all  immature 
forest  trees  which  have  been  planted  on  lands  not  previously  bear- 
ing merchantable  timber,  or  planted  or  of  natural  growth  upon* 
lands  from  which  the  merchantable  original  growth  timber  stand, 
to  the  extent  of  70  per  cent  of  all  trees  over  16  inches  in  diameter 
has  been  removed.  Such  forest  trees  shall  be  considered  mature 
after  40  years  from  the  time  of  planting.  Determination  of  matur- 
ity is  placed*  in  the  hands  of  a  board  consisting  of  a  representative 
from  the  state  board  of  forestry,  the  state  board  of  equalization  and 
the  county  assessor  of  the  county  in  which  the  timber  is  located. 

Kentucky 

Kentucky  provided  for  the  taxation  of  lands  classified  as  forest 
reserves,  at  a  valuation  for  soil  and  forest  growth  not  exceeding 
$2.50  per  acre.  It  is  made  the  duty  of  the  commissioner  of  agri- 
culture, together  with  the   state   forester,  to  determine   forest   re- 
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serves  and  to  file  a  list  of  such  lands  with  the  state  tax  commission. 
The  state  tax  commission  is  to  certify  a  list  of  forest  reserve  lands 
in  any  county  to  the  county  tax  commissioner,  who  shall  list  the 
same  in  a  separate  book  kept  for  that  purpose.  A  forest  reserve  is 
defined  to  be  any  tract  of  land  of  not  less  than  1000  acres,  the  sur- 
face of  which  is  not  used  for  agricultural,  mineral,  industrial, 
recreational,  resort  or  other  purposes,  and  which  is  capable  of  a 
thrifty  forest  growth  within  a  reasonable  period  of  time.  The 
owner  of  such  land  is  required  to  make  application  to  the  commis- 
sioner of  agriculture  in  order  to  have  it  listed  as  forest  reserve 
land.  When  merchantable  timber  has  been  cut  from  any  forest 
reserve  land  a  stumpage,  or  yield  tax,  is  paid  at  the  rate  of  10  per 
cent  of  the  stumpage  value. 

Louisiana 

Louisiana  by  constitutional  amendment  fixes  a  total  severance 
tax  based  on  the  value  of  forest  products  when  severed,  three- 
fourths  of  which  is  to  go  to  the  parish  where  such  products  are 
severed.  This  tax,  for  a  period  not  to  exceed  50  years  from  the 
date  of  the  contract,  will  be  in  lieu  of  all  other  taxes  on  such 
forest  products. 

Minnesota 

Minnesota,  by  a  constitutional  amendment,  just  adopted,  proposes 
to  encourage  and  promote  the  forestation  and  reforestation  of  lands, 
whether  owned  by  private  persons  or  the  public,  including  the  fix- 
ing in  advance  of  a  definite  and  limited  annual  tax  on  such  lands, 
for  a  term  of  years  and  a  yield  tax  at  or  after  the  end  of  such  term, 
upon  the  timber  and  other  forest  products. 

New  York 

New  York  repealed  the  provision  of  the  law  of  1912  relating  to 
the  exemption  of  forest  lands  and  enacted  an  entirely  new  measure. 
A  tract  of  land  of  five  acres  or  upwards  planted  since  January  1, 
1921,  with  an  average  of  not  less  than  800  trees  per  acre  or  under- 
planted  with  an  average  of  not  less  than  300  trees  per  acre,  or  any 
such  land  hereafter  so  planted,  shall  be  assessed  for  purposes  of 
taxation  upon  the  basis  of  the  value  of  the  land,  exclusive  of  the 
value  of  such  planted  or  underplanted  trees.  Such  lands  are  not  to 
be  assessed  at  a  higher  valuation  than  similar  lands  without  sub- 
stantial forest  growth,  situated  in  the  same  tax  district.  In  order 
to  secure  the  assessment  the  owner  is  required  to  file  with  the 
assessor  of  the  proper  tax  district  an  application  which  the  assessor 
forwards  to  the  conservation  commission  for  its  approval.  If  the 
conservation  commission  approves  the  application,  it  shall  classify 
such  tract  as  forested  land  and  file  the  same  with  the  assessors  and 
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county  clerk.  When  the  owner  proposes  to  cut  any  of  the  forest 
growth  he  is  required  to  give  thirty  days'  notice  to  the  assessors 
and  pay  to  the  supervisor  of  the  town  in  which  the  land  is  situated 
6  per  cent  of  the  stumpage  value  of  the  timber  when  cut,  as  a  tax. 
The  tax  paid  is  divided  between  the  town  and  school  district  or 
districts,  in  the  proportion  of  two-thirds  to  the  town  and  one-third 
to  the  school  district. 

The  owner  is  permitted  to  cut  annually  for  his  own  use,  free  of 
tax.  wood  or  timber  to  a  stumpage  value  not  in  excess  of  $25. 
Such  owner  may  also  withdraw  his  land  from  classification  as 
forest  land  at  any  time,  by  the  payment  of  the  tax  of  6  per  cent  on 
the  estimated  value  of  the  standing  timber.  It  is  also  within  the 
discretion  of  the  conservation  commission  to  determine  when  such 
classified  forest  land  contains  merchantable  timber,  and.  upon  notice 
to  the  ownier  of  such  fact,  the  6  per  cent  tax  on  the  stumpage  value 
of  the  forest  growth  will  be  due  two  years  after  such  notice  and 
the  land  will  be  withdrawn  from  classification  as  reforested  land. 

Washington 
There  was  defeated  a  proposed  new  article  to  the  constitution, 
the  purpose  of  which  was  to  promote  and  encourage  forestation 
and  reforestation  of  lands  within  the  state.  The  legislature  was 
authorized  to  provide  for  a  definite  and  invariable  tax  on  such  land 
for  a  term  of  years ;  and  for  a  classification  rate  and  valuation,  for 
taxation  and  assessment  purposes,  different  from  other  lands  and 
property. 

Henry  F.  Long  (Massachusetts)  :  Mr.  Chairman.  I  think  I  voice 
the  sentiment  of  all  gathered  here — I  do  not  need  to  apologize  to 
Holcomb  or  Fairchild  because  they  are  not  present  —  that  Miss 
Bailey  has  delivered  this  most  uninteresting  topic  in  a  very  inter- 
esting way,  and  that  she,  I  think,  is  the  first  woman  to  appear  be- 
fore this  conference — perhaps  I  should  have  said  Delegatette — but 
I  wish,  Mr.  Chairman,  inasmuch  as  the  New  York  administrators 
are  here  in  force,  that  you  express  to  them  for  the  conference  the 
hope  that  hereafter  Mr.  Hannan's  presence  on  the  platform  will  be 
represented  by  Miss  Bailey. 

Chairman  Vaughan  :  I  shall  assume  that  there  is  unanimous 
consent,  according  to  the  expression. 

George  Lord  (Michigan)  :  Supplementary  to  what  Mr.  Long  has 
said,  I  should  like  to  move  at  this  time  a  vote  of  thanks  to  Miss 
Bailey  for  the  excellent  address  she  has  favored  us  with. 

(Motion  duly  seconded) 

(Ayes  and  noes) 

Chairman  Vaughan  :  It  is  unanimous. 
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Mr.  Coody  (Mississippi)  :  I  just  want  to  make  a  slight  correction 
in  Miss  Bailey's  statement  in  regard  to  our  inheritance  tax.  It  was 
very  easy  for  her  to  make  that  mistake. 

We  have  been  levying  a  tax  as  an  estate  tax,  and  prior  to  this 
year  had  a  flat  exemption  of  $10,000  for  each  estate.  The  1926 
session  of  the  legislature  provided  that  there  should  be  an  exemp- 
tion of  $5000  for  each  child  and  the  widow,  provided  that  every 
estate  should  have  a  minimum  exemption  of  $25,000.  So  we  raised 
it  from  $10,000  to  $25,000.  If  a  man  had  nine  children  and  a  wife, 
he  would  have  $50,000  exemption. 

Chairman  Vaughan  :  Are  there  any  other  corrections  or  re- 
marks ? 

R.  L.  Riley  (California)  :  California  joined  the  exemption  class 
in  exempting  growing  timber  for  forty  years. 

Chairman  Vaughan  :  This  meeting  is  open  to  discussion.  I 
think,  at  this  point  on  this  subject.  We  shall  not  take  a  great  deal 
of  time,  but  it  would  be  appropriate.  Does  anybody  wish  to  speak 
very  briefly  upon  any  changes  that  might  have  been  overlooked  by 
Miss  Bailey  in  her  exhaustive  examination  ?  Or,  do  you  know  of 
any  of  the  results  of  the  constitutional  amendments  on  which  she 
did  not  have  late  advice  ? 

Henry  F.  Long  (Massachusetts)  :  I  want  to  know  if  Arkansas 
has  a  tax  on  moonshine. 

Chairman  Vaughan  :  Arkansas  has  no  moonshine. 

Voice  :  Since  when  ? 

Chairman  Vaughan  :  I  think  we  are  getting  along  fine.  You 
will  notice,  ladies  and  gentlemen,  I  did  not  take  out  my  watch  at 
all.  I  learned  long  ago  never  to  call  down  a  woman,  but  I  am 
going  to  take  the  watch  out  now.  We  have  been  getting  along 
swimmingly  in  these  sessions.  I  don't  know  of  any  conference  that 
has  up  to  date  been  so  well  participated  in  and  so  universally  en- 
joyed as  this  one  has  been.  We  have  moved  along  expeditiously, 
and  I  hope  we  shall  continue  to  do  that  and  keep  within  the 
program. 

It  is  well  to  try  to  give  deliberation  to  important  topics  and  not 
rush  through  them  too  much ;  at  the  same  time,  we  have  to  go 
according  to  our  program  in  order  to  get  the  program  over. 

I  am  reminded  of  a  story  of  one  of  the  follies  of  rushing  too 
much  on  important  subjects.  A  gentleman  in  the  southwestern 
part  of  my  state,  a  farmer,  has  a  small  gin  (laughter) — cotton  gin. 
He  was  examining  the  gin  stand,  and  the  engineer  by  mistake,  not 
knowing  he  was  so  close  to  the  machinery,  started  it  up,  and  the 
wheels  went  to  whizzing  and  cut  off  his  nose.     He  realized  it  was 
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cut  off,  grabbed  it  in  a  hurry,  rushed  out  and  said,  "Take  me  down 
to  have  my  nose  put  on,  take  me  to  Dr.  Phelps ;  he  is  a  quick  man, 
but  it  must  be  quick."  They  rushed  him  down  town.  Dr.  Phelps 
was  known  to  be  a  fast  worker.  He  put  him  under  the  influence 
at  once,  and  put  his  nose  on,  bandaged  him  up,  and  sent  him  home. 
Of  course,  when  he  got  home  he  was  unconscious,  but  after  a  day 
or  two,  when  he  began  to  feel  around  and  took  off  the  bandage, 
he  noticed  the  nose  had  been  put  on  bottom  side  up.  He  was  in- 
dignant, of  course,  and  he  sent  for  his  lawyer.  The  lawyer  came 
and  talked  with  him  and  said,  "  John,  I  would  not  worry  about  it 
now."  He  said,  "  Haven't  I  got  a  cause  of  action  against  this 
physician?"  He  said,  "  You  probably  have  but  I  would  not  discuss 
it  now.  Wait  until  you  get  well  enough  to  get  down  to  the  office 
and  talk  about  it,  but  I  will  tell  you  this,  you  cannot  get  damages 
because  of  the  mere  disfigurement;  you  have  to  show  some  real  dis- 
advantage due  to  the  condition  you  are  in."  So,  he  waited  until  he 
got  well  enough,  and  then  he  went  down  and  said,  "  I  want  to  sue 
for  damages."  He  said,  "'  I  know  I  am  damaged."  "  In  what  spe- 
cific way  ?"  He  said,  "  The  way  I  am  fixed  now,  every  time  I  go 
to  sneeze  I  blow  my  hat  off,  and  every  time  it  rains  I  almost  get 
strangled  to  death." 

So,  we  do  not  want  to  rush  too  fast  and  do  anything  wrong. 

Now,  we  come  to  the  point  where  we  use  the  watch.  We  now 
have  the  first  of  the  reports  of  special  committees  that  were  ap- 
pointed under  the  authority  of  the  conference  at  New  Orleans  last 
year.  The  first  committee  to  be  heard  from  will  be  that  regarding 
simplification  in  state  taxation  of  business  concerns.  The  chair- 
man of  that  committee  is  Dr.  Charles  W.  Gerstenberg,  chairman 
of  the  board  of  Prentice-Hall,  Xew  York.  I  will  ask  Dr.  Gersten- 
berg to  come  forward. 

Charles  W.  Gerstenberg  (New  York)  :  Mr.  Chairman,  Ladies 
and  Gentlemen  :  I  am  going  to  say  that  my  report  takes  about  thirty- 
five  minutes,  and  I  am  going  to  ask  somebody  to  make  a  motion 
immediately. 

H.  F.  Long  (Massachusetts )  :  You  can  have  my  seven  minutes. 

Mr.  Gerstenberg:  If  I  don't  get  more  than  twenty  minutes  I 
am  afraid  we  better  cut  off  the  nose  instead  of  some  more  vital  part. 

Mr.  Long  :  I  move  that  Professor  Gerstenberg's  time  be  ex- 
tended as  long  as  he  wants  it. 

(Motion  duly  seconded) 

(Ayes  and  noes) 

Chairman  Vaughax  :  Carried. 

Dr.  Ch.\rles  W.  Gerstenberg  (New  York)  : 
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REPORT  OF  COMMITTEE  ON  SIMPLIFICATION  OF 
STATE  TAXATION  OF  BUSINESS  CONCERNS 

To  THE  Executive  Committee, 
National  Tax  Association. 

At  the  1925  conference  of  your  association,  a  resolution  was 
passed  as  follows : 

"  Whereas,  This  conference  is  convinced  that  a  substantial  share  of  the 
dissatisfaction  with  and  criticism  of  existing  taxes  on  business  concerns 
arises  from  the  mere  variation  in  the  laws  as  among  the  various  states  in 
which  a  single  business  unit  may  be  transacting  business  and  owning  prop- 
■erty,  or  to  varying  interpretations  of  such  laws  ; 

"  Resolved,  That  the  National  Tax  Association  be  requested  to  investigate 
this  subject,  through  committees  or  otherwise,  to  the  end  that  appropriate 
remedies  for  interstate  or  inter-county  complications  in  the  taxation  of  busi- 
ness organizations,  whether  corporate  or  individual,  may  be  devised  and  sug- 
gested to  the  various  states  at  a  future  conference." 

In  response  to  the  resolution,  the  undersigned  committee  was 
appointed,  and  it  has  prepared  this  report  which,  it  is  fair  to  say, 
may  imperfectly  reflect  the  opinions  of  its  members,  since  the  work 
of  the  committee  has  been  carried  on  largely  by  correspondence. 
Indeed,  while  all  the  committee  have  seen  a  tentative  syllabus  of 
the  main  parts  of  the  report,  some  members  have  not  had  an  oppor- 
tunity to  pass  on  the  report  as  a  whole. 

The  problem  of  equitable  taxation  of  business  organizations  has 
been  before  the  National  Tax  Association  on  many  occasions. 
Aside  from  discussions  of  the  question  by  various  individuals  at  the 
annual  conferences,  committees  were  appointed  by  the  association 
to  study  various  aspects  and  report  their  findings.  In  1920,  the 
Committee  on  a  Model  System  of  State  and  Local  Taxation  sug- 
gested a  business  tax  based  on  net  income,  at  a  moderate  flat  rate, 
as  reasonable  for  any  state  to  enact,  if  it  is  inclined  toward  the 
taxation  of  the  right  to  do  business.  The  interstate  phases  of  busi- 
ness taxation  were  touched  upon  only  in  their  broadest  aspects  and 
another  committee  was  therefore  appointed  to  investigate  and  report 
upon  the  best  method  of  apportioning  among  the  several  states  the 
property  or  income  of  corporations  doing  an  interstate  business. 
An  extensive  and  illuminating  report  was  made  by  the  latter  com- 
mittee in  1922.  It  suggested  that  the  net  income  of  manufacturing 
and  mercantile  corporations  doing  an  interstate  business  and  subject 
to  a  state  income  tax  should  be  apportioned  among  the  several 
states  on  the  basis  of  two  factors,  with  equal  emphasis  on  both, 
namely  (1)  amount  of  tangible  property  within  and  without  any 
taxing  state,  and  (2)  amounts  paid  for  labor  and  material,  plus 
receipts  from  sale  of  goods  and  products  dealt  in,  including  inci- 
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dental  receipts.  Uniformity  in  the  principle  of  apportionment  to  be 
followed  by  the  various  states  was  particularly  stressed.  The  legal 
and  administrative  complexities  involved  in  the  taxation  of  inter- 
state concerns  on  other  bases  than  income  or  as  applied  to  business 
other  than  those  of  corporate  form  engaged  in  manufacturing  or 
merchandising,  as  well  as  the  problems  arising  out  of  the  multi- 
plicity of  tax  systems  and  varying  requirements  were  not  the  object 
of  this  committee's  attention. 

The  need  for  some  reform  in  business  taxation  is  too  well  known 
to  require  detailed  enumeration  of  its  defects.  But  a  classification 
of  the  chief  difficulties  will  serve  to  simplify  the  problem  and  to 
focus  attention  on  shortcomings,  to  remedy  which  will  require  even- 
tually an  enlightened  and  aroused  public  opinion. 

The  difficulties  arise  chiefly  from  these  sources: 

1.  Potential  unconstitutionality  of  statutes  as  measured  by  the 
Federal  Constitution. 

2.  Potential  unconstitutionality  of  statutes  as  measured  by  state 
constitutions. 

3.  Unsatisfactory  condition  of  the  law  of  taxable  situs. 

4.  Variety  of  kinds  of  tax  laws,  such  as  capital  stock,  income, 
occupation  and  the  like,  to  which  businesses  are  subject  throughout 
the  United  States. 

5.  Variation  in  provisions  of  laws  of  the  same  general  nature. 

6.  Ambiguity  in  the  meaning  of  enacted  laws. 

7.  Rapid  changes  in  tax  laws. 

8.  Degree  of  latitude  permitted  by  laws  to  administration. 

9.  Partial  enforcement  or  non-enforcement  of  tax  laws. 

10.  Arbitrary  administration  of  tax  laws,  especially  in  respect  to 
report  requirements. 

11.  Failure  of  tax  laws  uniformly  to  require  information  as  of  a 
day  certain  or  for  a  period  ending  with  a  day  certain. 

12.  Delegation  of  taxing  power  by  the  state  to  multitude  of  muni- 
cipal entities,  such  as  counties,  cities  and  districts. 

13.  Uncertainty  as  to  what  constitutes  "doing  business  within  a 
state  "  in  the  matter  of  the  taxation  of  corporations  engaged  in 
interstate  commerce. 

A  word  about  each  of  these  difficulties  will  serve  to  show  how 
intricate  and  how  almost  hopeless  the  situation,  as  a  whole,  is. 

1.  Federal  Constitution.  In  the  past  few  years,  a  number  of  state 
tax  laws  have  been  held  unconstitutional  by  the  Supreme  Court  of 
the  United  States.  Several  states  require  from  foreign  corpora- 
tions a  so-called  franchise  tax,  based  on  the  total  authorized  capital 
stock  of  such  corporations,  a  requirement  which  is  possibly  uncon- 
stitutional. Some  of  the  states,  in  spite  of  the  Airway  case,  still 
continue  to  value  no-par  shares  of  a  foreign  corporation  at  $100,  in 
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computing  these  taxes;  a  number  of  decisions  on  these  points  will 
be  handed  down  during  the  coming  year.  Indeed,  the  validity  of 
tax  laws  frequently  turns  on  the  meaning  of  the  oft-repeated  clauses 
in  the  Federal  Constitution,  which  provides  that  "  no  state  shall 
deny  to  any  person  within  its  jurisdiction  the  equal  protection  of 
the  laws,"  though  the  exact  meaning  of  the  clauce  is  not  satisfac- 
torily established  by  the  Supreme  Court. 

Much  of  the  inequity  and  uncertainty  as  to  the  tax  status  of  busi- 
ness enterprises  may  perhaps  have  been  avoided  if  the  Supreme 
Court  had  originally  and  then  consistently  held  that  corporations 
were  citizens  under  the  provisions  of  Article  IV",  Section  II  of  the 
Constitution,  which  provides  that  "  the  citizens  of  each  state  shall 
be  entitled  to  all  privileges  and  immunities  of  citizens  in  the  several 
states." 

One  who  is  at  all  familiar  with  the  current  legal  literature  on 
this  subject  knows  how  complex,  how  changeable  and  ofttimes  how 
unsatisfactory  the  rules  of  the  Supreme  Court  have  been  on  the 
subject  of  state  taxation. 

The  remedy  would  seem  to  lie  in  uniformity  of  the  kind  of  tax 
imposed  on  business  institutions.  The  provisions  of  a  uniform  law 
could  be  tested  in  the  fire  of  litigation  and  its  legitimacy  throughout 
be  established. 

2.  State  Constitutions.  Frequent  changes  in  state  laws  open  the 
legislation  to  the  danger  of  running  foul  of  provisions  of  the  state 
constitutions,  provisions  which  may  be  of  relatively  slight  conse- 
quence, such,  for  example,  as  that  the  title  of  an  act  must  state 
clearly  its  nature. 

To  test  the  constitutionality  of  new  statutes  often  requires  a  pro- 
tracted period  of  litigation,  during  which  uncertainty  exists,  to  the 
detriment  of  the  business  of  the  community.  A  not  unlikely  experi- 
ence of  a  given  business  in  a  situation  of  this  kind  is  as  follows : 

The  tax  is  paid,  and  a  lawyer's  fee  into  the  bargain,  to  advise 
what  should  be  done  to  protect  the  taxpayer  from  a  waiver  and  to 
properly  word  the  protest.  Fees  and  considerable  time  are  lost  in 
the  litigation,  which  may  be  fought  out  single-handed  or  in  con- 
junction with  others.  Finally,  if  the  taxpayer  is  successful,  the 
refund  will  require  a  separate  proceeding,  for  which  more  expense 
is  incurred.  Only  taxpayers  and  their  lawyers  who  have  gone 
through  the  experience  of  compiling  complaints,  arranging  and 
printing  voluminous  cases  on  appeal,  besides  attending  to  the  in- 
numerable details  of  litigation,  can  know  the  devastating  effect  of 
unconstitutional  taxes. 

3.  Unsatisfactory  condition  of  the  law  of  taxable  situs.  Here  we 
have  several  distinct  problems. 

(a)   The  notion  of  where  property  is  located  or  where  income  is 
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taxable  has  not  been  solved  in  any  part  of  the  world.  The  League 
of  Nations  in  1925  received  a  report  from  a  committee  of  technical 
experts  selected  from  the  ministries  of  finance  of  seven  nations, 
which  report  admitted  that  different  rules  w-ould  probably  have  to 
be  used  for  different  forms  of  taxes.  Since  the  League  of  Nations 
has  undertaken  this  study,  not  for  the  purpose,  it  may  be  added,  of 
proposing  uniform  laws,  but  for  clarifying  economic  concepts  and 
thus  establishing  a  scientific  basis  for  taxation  within  a  nation  and 
by  treaties  for  taxation  internationally,  it  would  seem  the  part  of 
wisdom  to  use  the  results  of  the  European  investigation,  to  the  end 
that  when  this  nation  economically  does  expand,  it  will  not  be  at  a 
disadvantage  in  being  unique  in  its  basic  tax  principles,  and  un- 
scientifically so. 

(b)  The  incorporation  of  companies  in  various  parts  of  the 
country  has  given  rise  to  many  difficult  problems.  The  so-called 
"  spawning  states  " — those  in  which  corporations  are  organized  but 
in  which  they  do  no  actual  business — have,  by  their  allurements, 
complicated  the  situation.  Where  is  the  domicile  of  a  corporation 
that  has  a  charter  from  Delaware,  an  executive  office  in  New^  York, 
a  plant  in  Pennsylvania  and  a  principal  sales  office  in  Chicago? 
Its  principal  office,  technically,  is  in  Delaware,  but  to  call  that  state 
the  state  of  its  domicile  is  the  purest  fiction.  On  this  subject,  the 
report  to  the  League  of  Nations  says,  ''  In  the  case  of  legal  entities 
(joint-stock  companies),  we  propose  that  the  fiscal  domicile  should 
be  the  place  where  the  concern  has  its  effective  center,  i.  e.  the 
place  where  the  '  brain  ',  management  and  control  of  the  business 
are  situated." 

This  difficulty,  it  is  tentatively  suggested,  may  possibly  be  solved 
by  a  congressional  act  providing  for  the  incorporation  of  interstate 
commercial  companies,  coupled  perhaps  with  some  concessionary 
act  such  as  the  well  known  Section  5219  as  applied  to  the  corpora- 
tions formed  under  the  National  Banking  Act,  or  by  an  adoption 
of  the  League  of  Nations  Report  principle,  through  some  appro- 
priate procedure,  the  exact  nature  of  which  is  beyond  the  scope  of 
this  report. 

(c)  The  integration  of  business  in  this  country  has  presented  a 
stumbling  block  in  the  way  of  our  most  satisfactory  tax — the  income 
tax.  Let  us  concede  without  question  for  the  moment  the  accuracy 
of  the  last  part  of  this  statement. 

If  we  take  the  imaginary  concern  already  mentioned,  incorporated 
in  Delaware,  with  administrative  office  in  New  York,  plant  in  Penn- 
sylvania and  head  sales  office  in  Chicago,  and  we  assume  each  of 
the  states  concerned  has  a  corporation  income  tax.  how  can  its 
entire  net  income  be  properly  apportioned?  The  difficulty  arises 
from  integration — from  the  combining  of  various  steps  in  the  pro- 
cess of  producing  and  placing  products.     If  the  business  consisted 
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of  a  number  of  small  cobbler  shops  and  involved  little  overhead 
control,  the  problem  would  be  simple,  for  the  gross  income  of  each 
unit,  its  operating  cost,  including  a  proportion  of  total  overhead, 
based  perhaps  on  gross  business,  could  readily  be  established,  and 
thereby  we  could  get  the  net  of  each  unit  and  thus  the  net  income 
from  each  group  of  units  in  each  of  the  several  states.  But  in  our 
imaginary  case,  how  much  of  the  profit  is  derived  from  the  manu- 
facturing in  Pennsylvania,  how  much  from  the  sales  in  Chicago, 
how  much  from  the  administration  in  New  York  ? 

The  usual  method  is  to  count  that  part  of  the  total  profit  of  a 
concern  within  a  given  state  in  which  it  does  business,  that  which 
is  indicated  by  what  is  known  as  an  "  allocation  fraction."  The 
model  law  committee,  in  its  report  of  1922,  suggested  the  numerator 
and  denominator  for  an  allocation  fraction,  but  your  present  com- 
mittee feels  that  this  fraction  did  not  win  universal  approval.  Your 
committee  is  not  prepared  to  suggest  a  substitute  at  this  time  but 
believes  that  further  special  study  should  be  given  to  the  subject,  to 
arrive  at  a  fraction  that  would  be  correct  in  principle  and  that 
would  therefore  eventually  be  likely  to  receive  general  approval. 

(d)  Problems  of  situs  are  further  complicated  by  complexities 
of  corporate  structure.  The  separate  entity  theory  of  corporations 
has  much  to  answer  for.  In  our  imaginary  case  of  one  corporation 
in  four  states,  if  the  tax  say  in  one  state  is  high,  why  not  incor- 
porate a  separate  company  in  that  state  and  do  business  between  it 
and  the  principal  corporation  on  a  basis  that  will  give  the  former 
no  profit.  It  will  be  recalled  that  in  the  Studebaker  case  in  Xew 
York,  the  courts  very  recently  held  that  such  a  subsidiary  may  be 
regarded  as  a  mere  agent  of  the  principal  company,  which  there- 
fore must  account  for  some  of  its  profits  to  the  tax  collector  in  the 
state  where  the  subsidiary  is  located. 

What  is  needed  to  meet  this  phase  of  our  problem  is  more  careful 
analysis  by  the  whole  legal  profession  of  the  corporate  entity  theory, 
especially  in  the  light  of  its  origin  in  this  country  in  the  times  of 
Chief  Justices  Marshall  and  Taney  and  with  due  regard  to  the  fact 
that  the  change  in  economic  conditions  in  the  last  100  years  re- 
quires changes  in  legal  theories  deriving  their  validity  from  worn- 
out  economic  jealousies  and  interests.  That  the  problem  is  not  easy, 
will  be  evident  to  one  who  is  familiar  with  the  Studebaker  case  and 
who  believes  in  its  correctness  but  who  speculates  on  what  would 
have  happened  if  the  stock  of  the  subsidiary  in  New  York,  instead 
of  belonging  to  the  principal  corporation,  had  in  part  belonged  to 
outside  stockholders. 

4.  Variety  of  kinds  of  tax  laws  imposed  on  businesses.  Iii  addi- 
tion to  income  taxes,  property  taxes,  sales  taxes  and  special  license 
taxes  imposed   upon   various   types  of   businesses    (usually  termed 
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occupation  taxes),  most  of  the  states  have  what  may  be  classified 
as  capital  stock  taxes.  No  less  than  twenty-six  states  impose  an 
annual  tax  either  on  the  authorized  or  issued  and  outstanding 
capital  stock  of  corporations.  In  seven  of  these  states,  the  tax 
applies  only  to  domestic  companies,  but  in  the  others  it  is  applicable 
to  foreign  corporations  as  well.  In  many  cases  the  law  provides 
for  an  apportionment,  depending  upon  the  amount  of  property  in 
the  state  and  business  transacted  therein,  or  upon  either  of  these 
factors.  Generally  the  law  contains  no  definition  of  property  or 
business  and  such  questions  as  the  inclusion  of  intangibles  and  of 
interstate  business  in  the  numerator  of  the  allocation  fraction  con- 
stantly arise. 

Seven  or  eight  states  impose  a  tax  on  the  actual  value  of  the 
capital  stock,  or  a  proportion  thereof.  Eleven  states  tax  the  value 
of  the  capital  stock  (including  sometimes  the  bonded  indebtedness) 
but  allow  a  deduction  for  property  otherwise  assessed.  In  a  few  of 
the  states  an  annual  tax  on  the  assets  is  substituted  for  these  capital 
stock  taxes. 

In  addition  to  the  above,  many  states  require  an  annual  report 
from  foreign  companies  and  if  the  proportion  of  capital  stock  in 
the  state  has  been  increased,  an  additional  qualification  fee  must  be 
paid.  In  some  of  the  states  the  law  requires  a  report  tvhenever  the 
proportion  of  capital  stock  in  the  state  is  increased.  The  futility  of 
such  a  requirement  is  so  obvious  that  it  requires  no  discussion. 

These  taxes  usually  can  be  greatly  reduced  by  juggling  the  cor- 
porate set-up  and  for  that  reason  they  complicate  the  situation, 
when  a  company  is  considering  extending  its  activities  to  other 
states.  Frequently  the  law  makes  a  feeble  attempt  to  avoid  double 
taxation,  by  exempting  from  property  taxes  shares  in  the  hands  of 
the  owners,  and  this  may  be  done,  even  if  the  tax  on  the  corporation 
is  imposed  by  another  state.  The  final  result  is  almost  hopeless 
confusion.  Hardly  a  year  goes  by  but  what  the  Supreme  Court  of 
the  United  States  hands  down  one  or  more  decisions  in  regard  to 
such  taxes  and,  as  we  have  said,  these  decisions  are  often  change- 
able and  unsatisfactory. 

The  remedies  suggested  by  the  committee  will  be  taken  up  later 
in  this  report,  where  we  treat  each  of  the  principal  forms  of  tax 
now  in  existence. 

5.  Variation  in  provision  of  Imvs  of  the  same  general  nature. 
Perhaps  the  best  example  of  this  hardship  is  variation  in  income 
tax  laws.  One  of  the  most  frequently  repeated  suggestions  found 
in  the  answers  to  a  questionnaire  sent  out  by  your  committee  to 
about  500  of  the  leading  industrial  concerns  in  the  country  voiced 
the  opinion  that  state  income  taxes  should  be  based,  so  far  as  pos- 
sible, on  the  federal  income  tax.     Practically  all  state  income  tax 
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laws  require  the  application  of  an  allocation  fraction.  There  is  no 
reason  why  the  allocation  fraction  should  not  be  uniform  through- 
out all  the  states  using  the  income  tax. 

Another  example  of  this  evil  is  found  in  the  taxation  of  public 
utility  companies.  On  the  whole,  the  taxation  of  public  utilities  is 
largely  a  property  tax.  The  essential  question  in  every  state  is, 
"  What  property  have  you  got  in  the  state  ?" — but  the  answer  to  that 
question  is  arrived  at  in  forty-eight  different  ways,  all,  however, 
leading  to  the  same  result.  Perhaps  variation  in  the  details  of  tax 
laws  of  the  same  general  nature  is  the  most  serious  defect  in  our 
tax  laws  and  the  one  that  could  most  readily  be  avoided  by  a 
reasonable  amount  of  cooperation.  Possibly  the  way  out  is  through 
cooperation  between  the  National  Tax  Association  and  other  organ- 
izations already  established  for  bringing  about  uniformity  in  state 
laws,  to  wit,  the  National  Conference  of  Commissioners  on  Uni- 
form State  Laws,  and  the  newly  organized  American  Legislators' 
Association.  A  movement  such  as  this  has  some  promise  of  suc- 
cess, since  some  legislatures  have  established  bureaus  whose  offices 
are  open  between  legislative  sessions,  to  which  information  can  be 
brought  that  will  help  the  legislatures  in  their  sessions  to  pass  laws 
that  will  be  uniform  with  laws  in  other  states. 

6.  Ambiguity  in  the  meaning  of  enacted  lazvs.  Tax  laws  neces- 
sarily involve  accounting  nomenclature.  Lawyers,  judges  and  even 
legislators  are  notably  weak  in  their  understanding  of  the  meaning 
of  accounting  terms.  The  results  have  been  disastrous.  If  any 
group  of  five  men  in  the  National  Tax  Association  can  agree  on 
the  meaning  of  the  following  statutes,  picked  out  at  random  from 
a  host  of  ill-constructed  pieces  of  legislation,  they  must  do  it  by 
legerdemain  and  not  by  logical  reasoning : 

1.  Subsection  5  of  Section  10  of  the  Old  Virginia  Tax  Law. 

2.  The  present  provision  in  the  Virginia  law — Laws  of  1926 — 
covering  fees  for  increase  in  no-par  stock. 

3.  Section  3  of  Chapter  1  of  Part  5  of  the  Michigan  Tax  Laws. 

4.  Provision  of  the  New  Jersey  Tax  Laws  found  on  page  856 
of  the  Public  Laws  of  1918,  in  respect  to  the  assessment  of 
foreign  corporations. 

5.  Section  13,112  of  the  Missouri  Code. 

6.  Section  1234  of  the  General  Statutes  of  Connecticut. 

7.  Compiled  Statutes  of  New  Jersey,  p.  5288,  Sec.  504. 

Some  of  these  statutes,  of  course,  have  come  to  have  a  more  or  less 
definite  meaning,  either  by  judicial  interpretation  or  administrative 
rulings.  Others  are  simply  disregarded.  Some  are  merely  "  hang- 
overs "  from  an  older  system,  while  others  have  been  so  amended 
by  implication  that  they  do  not  mean  what  they  say  at  all. 
11 
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But  an  example  that  will  appeal  to  all  and  is  simple,  will  indi- 
cate what  the  committee  has  in  mind.  An  instruction  on  the  Mis- 
souri corporation  franchise  tax  blank  reads  as  follows : 

"  Surplus  is  figured  to  include  undivided  profits  as  well  as  profits 
set  aside,  or  other  reserves,  and  is  regarded  as  meaning  the  value 
belonging  to  the  corporation  in  excess  of  the  par  value  of  the 
capital  stock.  In  other  words,  surplus  means  the  excess  of  assets 
employed  in  the  business  over  outstanding  capital  stock  without 
regard  to  the  liabilities."  The  report  then  cites  Marquette  Hotel 
Investment  Co.  v.  Commission,  221  S.  W.  721. 

7,  Rapid  changes  in  tax  laws.  In  1927,  forty-three  states  will 
meet  in  regular  session.  It  is  fair  to  expect  that  a  majority  of  these 
will  tinker  with  tax  laws.  Some  of  these  laws  may  go  into  effect 
before  the  taxpayer  has  had  a  good  opportunity  to  examine  the 
laws  in  bound  volumes.  To  get  all  the  laws  of  all  the  states  within 
a  reasonably  short  time  after  they  are  passed  may  cost  an  organ- 
ization with  business  in  the  various  states  sums  varying  from  sev- 
eral hundred  dollars  to  several  thousand  dollars.  Possibly  one  solu- 
tion is  that  suggested  by  the  National  Association  of  Manufacturers 
at  its  annual  convention  on  October  17th,  1926,  which  recommends 
"  cooperation  of  like-minded  associations  in  the  nation  and  states 
to  develop  a  tax-conscious  citizenship  "  and  includes  as  an  "  imme- 
diate practical  step  "  the  suggestion  that  all  organizations  "  seri- 
ously consider  the  saving  that  might  be  reasonably  expected  to 
follow  from  biennial  sessions  of  legislatures  which  now  have  annual 
sessions,  with  a  possibility  of  making  such  sessions  quadrennial 
where  they  are  now  either  annual  or  biennial,  with  appropriate 
provisions  for  emergencies." 

8.  Degree  of  latitude  permitted  by  law  to  administrators.  All 
taxpayers  paying  taxes  in  various  states  know  that  the  statutory 
provisions  are  frequently  inadequate  to  provide  the  taxpayer  with 
a  reasonable  basis  for  making  a  report  and  that  in  such  cases  it  be- 
comes necessary  to  write  to  the  administrator  for  an  interpretation. 
Interpretation  by  the  tax  commission  is  subject  to  change  by  an 
opinion  of  the  attorney  general,  and  it  has  been  known  of  attorney 
generals  to  change  their  rulings  within  the  period  of  a  month.  In 
one  case,  an  opinion  was  rendered,  the  opinion  reversed,  and  the 
reversal  reversed  within  a  period  of  about  a  week;  then  the  courts 
may  be  called  in  through  the  entire  gamut  of  state  courts,  plus  the 
United  States  Supreme  Court.  A  uniform  law  would  avoid  this 
situation,  since  all  states  would  be  bound  at  least  by  the  decision  of 
the  United  States  Supreme  Court  on  constitutional  questions,  and 
many  states  would  be  willing  to  accept  the  published  rulings  of 
states  like  New  York  and  Massachusetts,  in  which  questions  arise 
so  frequently  that  the  rulings  must  necessarily  be  sound  in  principle. 
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9.  Partial  enforcement  or  non-enforcement  of  tax  lazvs.  A  typi- 
cal illustration  of  a  complaint  oft-repeated,  in  answer  to  the  ques- 
tionnaire already  referred  to  is  the  following :  "  We  found  one 
local  tax  department  that  would  tax  you  if  you  followed  the  law 
and  filed  a  report;  if  you  did  not  file  the  required  blank,  you  were 
not  taxed." 

Perhaps  one  of  the  laws  that  receives  inadequate  attention  is  that 
requiring  foreign  corporations  to  pay  a  qualification  or  admission 
tax.  A  questionnaire  recently  sent  to  the  officer  of  each  state 
charged  with  the  enforcement  of  this  law  revealed  that  in  not  more 
than  three  or  four  states  was  there  a  serious  and  organized  attempt 
to  enforce  the  law.  The  result  is  an  extra  burden  on  the  taxpayers 
who  do  meet  the  requirements  of  the  law,  and  a  disruption  of  the 
competitive  system.  In  the  last  analysis,  society  can  do  business 
apparently  to  advantage  with  a  host  of  smaller  enterprises  that  can 
take  the  risk  of  avoiding  their  just  tax  burdens. 

10.  Arbitrary  administration  of  tax  laws.  Some  administrators 
have  required  reports  not  sanctioned  by  law.  Others  include  in 
their  report-blanks  information  that  has  no  bearing  on  the  tax  lia- 
bility of  the  taxpayer.  The  business  world  is  roused  generally  to 
the  inequity  of  multiplicity  of  reports,  excessive  information  re- 
quired in  reports  and  variety  of  methods  of  requiring  the  same 
kind  of  information  contemplated  by  various  laws.  The  Depart- 
ment of  Commerce  is  vigorously  taking  hold  of  this  problem  of 
unifying  tax  information  reports,  and  your  committee  suggests  that 
assistance  be  given  to  the  Department  of  Commerce,  in  the  spirit 
in  which  it  will  likely  be  tendered,  namely  as  a  suggestion  and  as 
information  that  will  enable  the  states  to  get  down  to  a  basis  of 
uniformity  rather  than  as  an  attempt  on  the  part  of  a  federal  de- 
partment to  interfere  in  state  matters. 

11.  Failure  of  tax  laws  uniformly  to  require  information  as  of  a 
day  certain  or  for  a  period  ending  with  a  day  certain.  There  seems 
to  be  no  good  reason  why  property  should  not  be  assessed  or  the 
tax  collected,  or  why  the  information  for  capital  stock  tax  returns 
should  not  be  reportable  as  of  the  last  day  of  the  company's  fiscal 
year  used  in  reporting  to  the  Federal  Government. 

12.  Delegation  of  taxing  power  by  the  state  to  a  multitude  of 
municipal  entities,  such  as  counties,  cities  and  districts.  One  of  the 
members  of  the  committee  reported  that  his  company  was  required 
to  report  and  pay  a  tax  in  respect  to  a  small  piece  of  property  in  a 
rural  community  to  each  of  three  persons  at  three  separate  times, 
for  three  separate  purposes.  It  so  happened  that  the  individuals  to 
whom  the  reports  were  made  and  the  taxes  were  paid  lived  in  dif- 
ferent communities,  not  one  of  which  was  in  the  district  in  which 
the  taxed  property  was  located.  The  solution  for  this  problem  will 
also  be  taken  up  later. 
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13.  Uncertainty  as  to  the  meaning  of  ivliat  constitutes  doing  busi- 
ness within  a  state.  The  principle  that  privilege  taxes  cannot  be 
exacted  where  interstate  commerce  alone  is  engaged  in  is  well  un- 
derstood and  it  is  well  known  that  if  the  same  concern  is  engaged 
in  both  interstate  and  intrastate  business  a  local  privilege  tax  may- 
be exacted.  The  problem  then  arises,  what  constitutes  doing  busi- 
ness "  inside  a  state  "  as  distinguished  from  doing  business  wholly 
"  into  a  state."  The  judicial  decisions  are  numerous  and  at  vari- 
ance. They  often  make  fine  distinctions  which  enable  business 
concerns  to  avoid  local  taxation  by  slight  variations  in  the  method 
of  doing  business.  The  problem  is  inherent  in  our  dual  form  of 
government,  and  probably  no  solution  wall  be  satisfactory  for  all 
times,  since  methods  of  doing  business  are  constantly  changing; 
but  it  would  be  helpful  if  some  committee  could  at  some  future  time 
codify  the  decisions  that  are  now  existing,  classify,  analyze  and 
criticize  them. 

To  remedy  all  the  evils  outlined  would  be  a  task  beyond  the 
powers  of  this  or  any  other  committee.  Many  of  the  evils  are 
rooted  in  our  economic  structure  as  it  has  gradually  evolved  during 
the  past  150  years;  others  are  inherent  in  our  dual  system  of  gov- 
ernment ;  others  are  based  on  legal  fictions,  to  alter  which  will  re- 
quire years  of  courageous  thinking  and  cautious  action.  Others 
will  not  disappear  without  some  change  in  our  political  ideas  or 
until  such  springs  of  human  action  as  jealousy  and  conservatism 
lose  their  power. 

The  committee  therefore  feels  that  it  best  can  serve  the  end  for 
which  it  was  appointed  by  making  certain  specific  recommenda- 
tions for  changes  in  our  present  system,  rather  than  to  attempt  the 
impossible  of  devising  a  single  uniform  and  model  tax  system  for 
all  the  states,  though  it  realizes  that  a  uniform  model  system  is  the 
desirable  ultimate  aim. 

1.  Privilege  Taxes 

The  present  committee  or  another  committee  should  be  appointed 
to  continue  the  study  of  the  so-called  franchise  taxes.  It  would 
appear  wise  to  recommend  as  a  uniform  practice  that  all  corpora- 
tions and  business  enterprises  otherwise  organized,  be  taxed  locally 
on  tangible  property — a  provision  which  may  have  its  shortcomings, 
but  to  escape  from  which  at  this  time  would  be  impracticable;  that 
all  privilege  taxes,  state  and  local,  be  eliminated  in  favor  of  one 
state-administered  tax  measured  by  income.  The  committee  has  in 
mind,  of  course,  only  ordinary  business  concerns — those  engaged  in 
ordinary  industrial  and  mercantile  pursuits.  The  committee  feels 
that  the  distinction  between  corporate-owned  businesses  and  those 
owned  by  one  or  more  individuals  should  be  abolished,  except  so 
far  as  it  may  be  recognized  in  the  rate  of  tax  and  in  the  minimum 
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tax  imposed  where  prescribed  rates  on  concerns  without  net  income 
or  with  small  net  income  would  not  yield  a  tax  commensurate  with 
the  privilege  enjoyed. 

There  is  a  strong  public  opinion,  shown  by  replies  to  our  ques- 
tionnaire, that  any  state  income  tax  should  be  modelled  after  the 
federal  law  in  respect  to  information  called  for.  Such  a  law  would 
have  the  advantage  of  being  thoroughly  interpreted  by  court  and 
by  federal  Board  of  Tax  Appeals  decisions.  The  committee  should, 
before  the  next  conference,  study  the  model  state  income  tax  bill 
reported  to  the  association  in  1922,  to  see,  before  urging  its  adop- 
tion, if  changes  should  be  made  in  it  to  make  it  more  nearly  con- 
form with  the  present  Federal  Income  Tax  Law.  The  conference  in 
1927  should  then  settle  upon  the  model  bill,  which  could  be  strongly 
urged  to  all  state  legislatures. 

A  simpler  procedure  would  seem  to  be  suggested  by  the  old  South 
Carolina  and  the  present  Connecticut  laws,  which  base  the  state  tax 
on  the  federal  tax,  using  different  rates,  and,  where  necessary,  an 
allocation  fraction. 

The  state  income  tax  bill  may  well  contain  as  an  alternative  pro- 
vision where  a  corporation  reports  no  net  income,  a  provision  for 
a  minimum  tax.  There  seems  to  be  no  good  reason  why,  if  labor 
through  wages  and  capital  through  interest  must  have  their  pay- 
ment if  a  business  is  to  be  continued,  the  government  for  its  pro- 
tection and  the  privilege  it  extends  should  not  also  receive  some 
compensation  not  contingent  on  net  profits. 

The  committee  also  recommends  that  further  study  be  given  to 
the  subject  of  a  proper  allocation  fraction  for  foreign  corporations 
and  foreign  businesses. 

In  order  to  prevent  accounting  difficulties  and  the  need  for  multi- 
plicity of  financial  statements,  all  so-called  franchise  tax  returns 
throughout  the  United  States  should  be  required  and  made  as  of  a 
single  day  or  covering  a  period  ended  by  a  single  day.  To  avoid 
an  undue  accumulation  of  work  on  the  part  of  an  accounting  or  tax 
department  of  the  taxpayer,  ample  time  following  the  day  stated 
should  be  allowed  for  filing  the  returns. 

2.  Property  Taxes 

Property  taxes  should  be  assessed  only  against  real  and  tangible 
personal  property  having  a  reasonably  fixed  situs  at  the  place  where 
the  property  is  located,  and  the  tax  should  be  assessed  as  a  single 
sum  for  all  purposes  and  collected  at  one  place  at  one  time.  The 
committee  realizes  that  it  has  left  open  the  question  of  property, 
such  as  automobile  trucks,  that  have  a  more  or  less  indefinite  situs. 
The  solution  of  this  problem  it  leaves  for  a  special  committee  or 
for  a  later  report  of  this  committee. 

Intangibles  should  be  taxed  through  the  income  tax,  with  proper 
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provision  for  differentiation  in  rates  applicable  to  earned  and  un- 
earned income. 

The  committee  recommend  that  all  property  taxes  throughout  the 
United  States  should  be  assessed  as  of  a  certain  day  of  the  year. 
Uniformity  in  selecting  the  day  would  prevent  "  window  dressing  " 
or  shifting  assets  out  of  a  jurisdiction  just  before  the  assessment 
day.  From  the  taxpayer's  standpoint,  this  uniformity  would  elimi- 
nate the  necessity  for  compiling  involved  and  intricate  tax  calen- 
dars. To  spread  out  the  work  of  tax  departments  or  officials  charged 
with  compiling  tax  returns  and  paying  taxes,  the  date  for  property 
taxes  should  be  reasonably  removed  in  time  from  the  date  set  for 
the  state  income  and  the  federal  income  taxes. 

3.  Classification  and  Situs  of  Intangible  Property 

The  committee  recommends  that  separate  studies  be  made  of  the 
problem  of  the  classification  and  situs  of  property  and  income,  to 
the  end  that  uniform  rules  may  be  adopted,  or  at  least  the  principles 
set  forth  for  the  guidance  of  administrative  officials,  legislators  and 
courts.  Such  a  study  should  embody  the  results  of  studies  made 
elsewhere,  especially  the  reports  on  double  taxation  and  tax  evasion 
made  to  the  Financial  Committee  of  the  League  of  Nations.  It 
seems  highly  desirable  that  principles  of  classification  and  situs 
enunciated  in  this  country  should  conform,  so  far  as  legally  pos- 
sible, with  the  principles  enunciated  elsewhere,  to  the  end  that  as 
the  business  of  this  nation  extends  into  foreign  trade,  our  business 
men  may  not  be  required  to  deal  with  tax  systems  unlike  that  estab- 
lished in  this  country.  Uniformity  in  taxation  throughout  the  world 
is  as  desirable  as  uniformity  in  commercial  practice  and  commercial 
laws,  and  this  association  should  be  far-sighted  in  cooperating  with 
other  agencies  in  accomplishing  practicable  uniformity. 

4.  Local  License  or  Occupation  Taxes 

The  committee  recommends  that  all  such  taxes  except  those  in 
the  nature  of  fees  imposed  under  the  police  power  for  protecting 
the  health,  safety,  morals  or  welfare  of  the  people,  be  abolished. 
They  are  regarded  as  a  curse.  They  are  often  so  onerous  that  they 
prevent  the  extension  of  business  to  the  communities  in  which  they 
are  levied  and  thus  retard  the  economic  growth  of  localities  that 
are  most  in  need  of  development.  In  the  long  run,  they  impair  the 
growth  of  taxable  wealth  and  thus  tend  to  reduce  state  and  local 
revenues. 

5.  Interstate  Business 

A  notion  of  what  constitutes  "  doing  business  in  a  state  "  as  dis- 
tinguished from  "  doing  interstate  business  "  is  being  defined  by 
the  courts  slowly  and  painfully.     Frequently,  a  very  small  modifi- 
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cation  in  the  manner  of  doing  business  will  change  a  transaction 
from  one  in  intrastate  to  one  in  interstate  commerce.  The  modifi- 
cation may  involve  no  lessening  of  the  services  rendered  by  a  state 
in  police  protection,  the  use  of  its  courts  or  in  other  ways. 

The  committee  therefore  recommends  that  a  committee  be  ap- 
pointed to  codify  and  formulate  uniform  rules  as  to  what  consti- 
tutes doing  business  in  a  state,  as  distinguished  from  interstate 
commerce.  In  formulating  such  rules,  the  committee  may  well  con- 
sider fairness  to  the  states  as  well  as  the  desirability  of  guarding 
the  right  of  Congress  to  regulate  interstate  commerce. 

6.  Cooperation  with  Other  Organisations 

If  practical  progress  is  to  be  achieved  in  eliminating  the  evils 
herein  pointed  out,  and  in  reaching  some  of  the  goals  herein  marked 
for  desirable  attainment,  every  agency  of  private  and  public  life 
must  be  enlisted.  The  committee  therefore  recommends  that  this 
association  cooperate  with  all  organizations  that  are  giving  study  to 
this  important  problem  of  the  simplification  of  business  taxes. 

Committee  on  Uniformity  of  Business  Taxes 
J.  R.  Cassidy 

F.  S.  Edmonds 
L.  R.  Gottlieb 

G.  M.  Hagee 
R.  Hekeler 
E.  R.  Lewis 
H.  P.  Sneed 

C.  W.  Gerstenberg,  Chairman 

E.  P.  Doyle  (New  York)  :  Miss  Bailey  said  that  only  state  tax 
commissioners  and  the  courts  could  properly  interpret  the  tax  legis- 
lation.   I  think  she  should  have  added  also  the  Supreme  Being. 

We  had  a  bill  introduced  only  last  winter,  ostensibly  a  state  tax 
department  bill.  It  had  to  do  with  holding  companies.  I  sent  it 
down  to  my  board,  and  they  decided  it  was  harmless.  Then  an- 
other board  of  similar  character  sent  word  to  me  that  the  bill  was 
one  of  the  most  dangerous  bills  in  the  legislature.  I  then  sent  it 
to  a  large  holding  company  in  the  city,  and  the  attorney  said  it  was 
one  of  the  most  dangerous  bills.  I  sent  it  to  another  holding  com- 
pany, and  they  said  the  bill  was  absolutely  harmless.  Then  I 
selected  four  of  the  largest  corporations  in  the  city  that  have  to  do 
with  titles  and  issuing  mortgage  certificates,  and  they  were  divided 
in  opinion  about  the  bill,  but  two  of  them  wrote  me,  that  inasmuch 
as  one  of  the  commission,  who  is  always  seeking  out  new  sources 
of  revenue,  was  interested  in  the  bill,  I  probably  better  beat  the  bill 
if  I  could. 
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I  saw  the  two  committees  having  the  bill  in  charge,  and  finally, 
after  getting  telegrams  and  letters  from  all  kinds  of  lawyers  and 
corporations  in  New  York,  I  thought  the  bill  ought  to  be  beaten, 
although  it  had  been  very  greatly  amended  by  that  time ;  so  I  went 
to  the  endorsers  of  the  bill  in  both  houses.  They  said  they  were 
not  interested  in  the  bill  particularly,  and  they  let  it  die,  but  it 
finally,  in  the  irresistible  Niagara  of  legislation  that  passes  at  the 
end  of  a  session,  went  through,  with  no  one  knowing  what  it  was 
and  no  one  voting  on  it,  and  neither  of  the  endorsers  moving  it. 
I  don't  know  whether  the  governor  signed  it  or  not.  I  was  so 
mixed  on  the  bill  by  that  time  that  I  did  not  care  what  happened 
to  it,  but  it  certainly  was  a  remarkable  bill.  I  asked  the  counsel 
for  the  state  tax  department,  and  he  gave  me  an  explanation  that 
was  entirely  satisfactory  to  him  and  probably  entirely  satisfactory 
to  the  lawyers,  but  I  could  not  understand  it. 

The  commission  was  at  that  time  made  up  of  one  of  our  lovable 
and  most  generous  men,  one  of  the  nicest  men  that  ever  lived,  and 
he  would  not  do  anything  to  hurt  a  taxpayer;  then  there  was  an- 
other man  on  the  commission,  whom  you  all  know,  who,  while  not 
as  kind  and  as  generous  as  the  first  man,  still  was  perfectly  willing 
that  a  taxpayer  should  have  something  for  himself  and  family,  and, 
perhaps,  to  educate  some  of  his  children,  and  that  a  corporation 
should  have  some  little  money  to  meet  its  pay  rolls;  and  then  there 
was  another  man  on  the  commission  who  is  one  of  the  ablest  men 
in  the  business,  a  man  of  wonderful  efficiency;  he  has  been  a  tax 
commissioner  for  so  many  years  that  he  sometimes  sees  only  one 
side  of  a  subject;  he  was  the  one  supposed  to  be  responsible  for 
this  bill,  and  all  the  great  lawyers  down  in  New  York,  while  they 
did  not  know  what  it  meant,  were  rather  suspicious  that  he  had 
found  some  new  source  of  income  he  could  get  from  them,  and 
while  they  could  not  tell  how  he  was  going  to  get  it,  or  why,  still 
they  did  not  know  what  to  do  about  the  bill,  so  I  think  she  should 
add  to  the  courts  and  tax  commissions  also  the  Supreme  Being. 

Mr.  Williams  (Law  Department  of  National  Association  of 
Manufacturers,  Washington,  D.  C.)  :  I  want  to  say  I  have  listened 
with  extreme  interest  to  the  report  of  your  committee  as  presented 
by  the  chairman,  and  I  am  particularly  gratified  that  he  found  in 
the  resolution  of  the  recent  meeting  of  the  National  Association  of 
Manufacturers,  on  the  subject  of  state  and  local  taxation,  material 
which  he  felt  worth  incorporating  in  the  report,  being,  however, 
somewhat  responsible  for  the  language  of  some  of  that  resolution, 
I  feel  that  it  probably  needs,  in  view  of  the  chairman's  comment, 
some  slight  elaboration,  particularly  with  respect  to  the  meeting  of 
legislatures,  when  he  suggested  that  our  idea  might  be  that  we 
would  like  to  see  them  meet  centenially. 
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We  are  practical  people  and  have  to  deal  with  legislative  bodies, 
and  hence  we  realize  that  while  such  an  attempt  might  be  useful, 
it  is  of  course  impossible  of  attainment,  but  we  do  believe  that 
there  is  very  serious  worth  in  the  proposition  that  the  people  of  the 
several  states  should  consider  the  question  as  to  whether  or  not  it 
would  not  be  advisable,  where  they  are  now  meeting  annually,  to 
meet  at  least  biennially,  and  probably  now  where  they  are  meeting 
biennially  to  consider  the  question  if  it  would  not  be  better  to  meet 
quadrennially;  and  I  want  to  state  just  one  or  two  instances.  Of 
course,  one  of  them  is  supplied  by  the  remark  of  the  delegate  who 
has  just  preceded  me,  the  proposition  of  legislation  going  through 
the  coffers  of  the  legislative  mill,  without  anybody  knowing  what  it 
means  or  being  able  to  find  out  what  it  means,  and  which  must  be 
ascertained  by  the  long  processes  of  litigation. 

The  State  of  Maine  is  almost  of  the  exact  area  and  population 
as  the  State  of  Alabama.  Likewise  each  of  those  states  pays  about 
the  same  amount,  almost  exactly  the  same  amount  of  federal  in- 
come taxes,  to  the  Federal  Government.  Thus  they  are  to  be  con- 
sidered as  fairly  comparable.  So  far  as  the  need  of  legislation  is 
concerned,  it  probably  is  more  serious  in  the  State  of  Alabama 
than  it  would  be  in  Maine,  on  account  of  the  lack  of  homogeneity 
in  the  respective  populations  in  the  state.  The  State  of  Maine 
holds  a  biennial  session  of  its  state  legislature ;  the  State  of  Ala- 
bama provides  for  quadrennial  sessions.  The  State  of  Maine  pays 
just  exactly  twice  as  much  for  legislating  in  a  four-year  period  as 
the  State  of  Alabama.  And  then  coming  a  bit  closer  home:  the 
State  of  New  York  has  an  annual  session  of  the  legislature;  the 
State  of  Pennsylvania  has  a  biennial  session  of  the  legislature,  and 
the  annual  session  of  the  State  of  New  York  is  almost  exactly 
equivalent  to  what  it  costs  the  people  of  the  State  of  Pennsylvania 
for  their  biennial  session. 

In  other  words,  the  question  arises  in  our  minds,  looking  at  the 
matter  from  a  national  standpoint,  are  the  people  of  New  York 
getting  what  they  pay  for,  their  legislation  costing  them  twice  as 
much  as  legislation  for  the  people  of  the  State  of  Pennsylvania 
costs  them  ? 

Those  are  very  practical  considerations,  not  only  on  the  question 
of  the  actual  expense  of  the  legislature,  but  legislatures  do  more 
than  spend  money.  They  attempt  to  write  laws,  and  there  is  but 
one  way  to  keep  them  from  attempting  to  do  so,  and  that  is  for 
them  not  to  convene  any  session. 

Then  there  is  one  other  idea,  in  that  same  resolution  which  your 
chairman  quoted,  and  that  is  this,  that  the  states  seriously  consider 
the  question  if  it  would  not  be  highly  advantageous  to  shift  their 
elections  from  periods  when  we  have  a  national  election  to  an  off 
year,  when  we  have  no  national  election.     In  other  words,  so  that 
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you  would  get  a  consideration  of  state  questions  when  you  are 
electing  state  ofificials,  and  not  have  them  mixed  with  national 
questions  when  you  are  electing  both  state  and  national  officials. 

I  think  those  ideas  will  not  only  redound  to  improvement  in  the 
quality  of  legislation,  but  will  undoubtedly  improve  the  quality  of 
administration  of  the  affairs  of  the  several  states. 

Some  of  these  matters  are  aside,  but  it  is  the  legislature  and  the 
administrative  officials  who  make  out  your  tax  bill.  It  matters  not 
how  much  you  write  with  respect  to  taxation  and  how  much  you 
improve  its  administration,  if  the  bill  is  presented,  if  the  expense  is 
incurred,  it  must  be  met  by  some  sort  of  taxation  or  to  some  form 
of  financing.  So,  the  way  to  reach  a  goodly  number  of  reforms  in 
fiscal  affairs  in  our  several  states  is  to  reform  them  at  the  source. 

There  is  another  item  in  that  report  that  I  am  particularly  in- 
terested in,  and  that  is  the  proposition  of  the  frequency,  the  intri- 
cacy and  the  annoyance  and  expense  of  corporate  reports  required 
by  the  several  states  from  corporations  doing  business  therein  or 
upon  corporations  with  their  domicile  elsewhere,  doing  business  of 
an  interstate  character  therein. 

That  is  a  serious  matter,  and  studies  we  have  made  indicate  this 
cost  to  corporations  of  this  country  between  40  and  50  millions  of 
dollars  a  year,  simply  to  make  out  these  various  kinds  of  reports, 
most  of  which  are  not  worth  the  paper  they  are  written  on  and 
only  encumber  the  shelves  of  the  state  offices  that  call  for  them  and 
which  cost  storage  room  all  their  days,  as  well  as  consuming  good 
spruce  forests  for  the  paper  on  which  they  are  printed. 

Now,  it  is  not  for  the  corporation  that  I  appeal;  it  is  the  out- 
standing method  of  doing  America's  business.  We  have  it  upon 
the  word  of  the  President  of  the  United  States,  no  longer  than  a 
few  days  ago,  that  we  have  20,000,000  stockholders  of  corporations 
in  this  country,  and  they  are  the  people  who  own  the  corporations; 
they  are  the  people  who  put  their  combined  wealth  into  the  cor- 
porations for  the  purpose  of  doing  business  in  that  way. 

Chairman  Vaughan  :  Under  the  rules,  the  gentleman's  time 
is  up. 

Mr.  Williams  (continuing)  :  Just  one  moment — I  thought  you 
had  some  such  rule,  and  I  will  close  in  a  moment.  So  it  is  for 
those  who  are  investigators  that  we  ask  that  these  unreasonable, 
expensive  and  wasteful  requirements  from  state  officials  and  their 
state  laws  be  lifted  from  the  shoulders  of  corporations.  This  will 
not  only  repay  their  stockholders,  but  it  will  be  profitable  to  those 
who  are  not  stockholders,  because  under  our  competitive  conditions, 
everything  that  goes  into  the  expense  of  doing  business  is  written 
into  your  shoes,  your  socks,  and  your  ships.     Thank  you. 
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William  B.  Belknap  (Kentucky)  :  ]\Ir.  President,  I  rise  to 
make  a  certain  objection  to  the  implications  against  state  legisla- 
tures, and  in  this  I  am  perfectly  serious.  I  have  served  two  terms 
in  a  certain  state  legislature.  I  went  there  with  somewhat  the 
superficial  and  prejudiced  views  of  those  who  talk  like  this  gentle- 
man we  have  just  heard.  I  came  away  with  the  utmost  respect  for 
the  very  large  percentage  of  the  men  in  those  legislatures  and  for 
the  kind  of  work  they  do  under  the  conditions  which  exist. 

I  don't  believe  that  the  manufacturers  are  helping  themselves 
with  the  kind  of  suggestions  they  make.  A  biennial  meeting  of  the 
legislatures  may  be  all  right.  I  see  absolutely  no  logic  in  suggest- 
ing that  certain  states  have  biennial  legislatures,  and  others  only 
every  four  years.  If  there  is  any  logic  in  that  suggestion  I  cer- 
tainly haven't  the  intelligence  to  discover  it. 

I  think  that  most  people  who  have  really  studied  this  first  hand 
realize  that  the  trouble  with  legislation  turned  out  by  legislatures 
is  not  that  they  have  too  much  time  to  consider  legislation,  but  they 
have  too  little  time.  That  is  really  much  more  the  fault  of  the 
people  than  of  the  legislature. 

The  bills  brought  in  are  mostly  bills  brought  in  not  by  the  legis- 
lators themselves,  but  by  their  constituents. 

I  should  like  to  call  to  the  attention  of  the  manufacturers  the 
next  time  they  seek  to  consider  these  things  that  they  give  the 
matter  a  little  more  careful  study  and  look  perhaps  into  the  West 
Virginia  method  of  having  the  legislature  meet,  introduce  bills, 
adjourn  to  consider  them,  and  then  meet  to  pass  them.  I  do  not 
believe  that  this  country  is  benefited  by  slurring  references  to  legis- 
latures, which  have  become  rather  fashionable  and  chiefly  comic  in 
a  great  many  of  our  newspapers.  I  think  if  we  want  better  legis- 
lation we  have  to  arrive  at  it  by  a  realization  that  the  legislators 
are  for  the  most  part  a  very  high-grade  lot  of  men  and  hard- 
working men,  in  my  estimation. 

^Ir.  Williams  (Washington,  D.  C.)  :  Just  to  set  the  gentleman 
right,  I  had  no  intention  of  slurring  legislators  or  no  suggestion 
that  Maine  should  not  have  a  biennial  session  if  it  wanted  it,  but 
should  consider  the  advisability  of  it,  and  my  suggestion  was  to 
give  them  more  time  for  the  consideration  of  legislation. 

J.  F.  ZoLLER  (Xew  York)  :  It  is  easy,  I  see,  to  get  far  afield  on 
business  taxation.  We  started  out  here  to  discuss  business  taxation, 
and  we  are  now  considering  the  merits  of  different  members  of 
different  legislatures. 

Xow,  this  thing  is  confusing  if  you  think  of  taxation  of  corpora- 
tions apart  from  the  taxation  of  other  business  entities.  That  was 
taken  care  of  in  the  paper,  but  I  think  some  of  us  have  missed  the 
point. 
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There  really,  you  know,  never  was  or  never  will  be  any  reason 
for  imposing  any  different  tax  upon  a  corporation  than  upon  any 
other  business,  whether  it  is  incorporated  or  not.  So,  it  is  not 
necessary  to  discuss  this  franchise  tax  proposition.  That  is  a  tax 
which  has  grown  up  because  it  has  been  perfectly  legal  and  it  has 
been  a  quick  means  of  raising  revenue  where  the  state  was  short 
of  revenue  at  the  time  the  franchise  tax  law  was  enacted,  but  there 
never  was  any  good  reason  for  imposing  a  franchise  tax  on  the 
privilege  of  being  a  corporation,  any  more  than  there  would  be  a 
reason  for  imposing  a  franchise  tax  upon  the  privilege  of  being  a 
partnership  or  individual  engaged  in  business  as  a  sole  proprietor; 
but  there  always  has  to  be  a  foundation  for  business  taxation. 

It  does  not  make  any  difference  whether  that  business  which  you 
propose  to  tax  is  carried  on  by  a  corporation,  by  an  individual, 
partnership  or  any  other;  it  is  business  you  are  trying  to  tax,  and 
not  the  character  of  the  fellow  who  carries  it  on. 

These  absurd  franchise  taxes  would  never  have  arisen  if  the 
people  had  always  had  that  thing  firmly  in  mind.  To  put  a  tax 
upon  the  authorized  capital  of  a  corporation  is  unsound  and  ridic- 
ulous, anyway,  because  authorized  capital  does  not  even  mean  the 
capital  the  corporation  has;  it  means  the  capital  which  is  author- 
ized, but  which  it  may  never  have;  and  even  if  you  tax  the  issued 
capital,  or  the  capital  which  the  corporation  has,  it  is  perfectly 
absurd  and  improper  to  tax  all  that  capital  if  only  a  part  of  it  is 
used  in  the  particular  state  that  is  imposing  the  tax,  because  if 
every  state  did  that,  you  would  tax  that  same  capital  as  many  times 
as  there  are  states. 

So,  we  have  two  problems  before  us  all  the  time;  one  is  to  tax 
business,  regardless  of  who  carries  it  on,  and  then  for  business, 
which  is  carried  on  in  more  than  one  state,  you  will  always  have 
the  problem  of  some  fair  allocation  or  apportionment  between  the 
different  states,  so  that  each  state  may  get  its  share  and  no  more 
than  its  share  of  the  particular  business  tax. 

Now,  if  we  could  have  a  business  tax  law  so  that  we  could  so 
allocate  or  so  apportion,  that  each  state  would  get  its  share,  that 
would  be  a  perfectly  proper  tax.  I  think,  as  a  matter  of  fact,  you 
have  to  compromise  with  that  situation  somewhat,  because  of  the 
decisions  of  the  United  States  Supreme  Court  and  also  decisions 
of  the  state  courts. 

It  is  the  law  that  a  state  can  do  more  with  respect  to  a  corpora- 
tion that  is  organized  under  its  laws  than  it  can  with  a  foreign 
corporation  that  is  merely  doing  a  part  of  its  business  therein.  A 
state  does  have  tmder  the  laws  and  dift'erent  constitutions,  in  re- 
spect to  taxation  of  intangible  property,  if  you  please,  more  latitude 
in  respect  to  domestic  corporations  than  it  has  in  respect  to  foreign 
corporations;  and  so  you  cannot  get  that  degree  of  apportionment 
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so  that  it  is  possible  to  treat  in  all  cases  a  foreign  corporation  as 
you  treat  a  domestic  corporation. 

We  all  admit,  perhaps,  that  ought  not  to  be  so,  that  a  foreign 
corporation  should  have  no  more  rights  or  privileges  in  a  state  than 
a  domestic  company,  but  we  are  confronted  by  a  condition  and  not 
a  theory. 

The  fact  is  that  the  law  says  you  have  certain  rights  in  your 
state  with  respect  to  domestic  companies  that  you  do  not  have  to 
the  same  extent,  with  respect  to  foreign  companies  doing  business 
in  that  state,  and  so  you  have  to  leave  to  each  state  the  right  to 
tax  domestic  companies  in  a  certain  way,  and  then  the  companies 
in  that  state,  if  they  do  business  in  other  states,  are  not  taxed  to 
the  same  extent  in  the  foreign  states. 

Chairman  Vaughan  :  You  have  one  minute. 

!Mr.  Zoller:  That  will  be  enough. 

The  only  other  point  I  want  to  make  is  this:  This  report  spoke 
about  the  taxation  of  tangible  personal  property,  as  such,  the  same 
as  you  tax  real  estate,  if  I  understand  the  situation.  I  think  we 
ought  to  go  further  and  say  this,  that  it  is  perfectly  proper  to  tax 
tangible  personal  property  if  a  state  wants  to  do  it,  but  the  way 
ought  to  be  left  open  whereby  a  state,  if  it  sees  fit  to  do  so,  may 
substitute  either  a  classified  personal  property  tax,  if  you  please, 
or  an  income  tax  in  lieu  of  a  tax  on  tangible  personal  property, 
because  there  are  situations  which  do  arise,  in  some  jurisdictions, 
at  least,  where  states  have  found  it  impossible,  for  certain  reasons, 
constitutional  objections  and  otherwise,  to  tax  personal  property 
adequately,  although  they  tax  real  estate  adequately;  but  they  have 
found  when  they  substitute  a  classified  personal  property  tax,  or  an 
income  tax  to  take  the  place  of  it,  that  they  are  thus  able  to  get  a 
tax  equivalent  to  a  proper  tax  upon  personal  property. 

I  have  no  criticism  to  offer  in  regard  to  legislatures.  I  think 
they  do  very  well,  and  I  think  very  often  the  difficulty  is  that  people 
do  not  go  to  the  legislature  with  their  problems  while  the  legisla- 
ture is  in  session,  but  wait  until  the  law  is  passed  and  then  find 
fault  about  it. 

Chairman  Vaughan  :  Any  further  remarks  on  this  ?  I  think 
you  will  all  agree  w-ith  me,  and  I  take  pleasure  in  making  this  as 
rather  a  remark  on  the  side,  that  I  am  exceedingly  proud  as  the 
nominal  head  of  your  organization  that  w^e  have  had  such  valuable 
contributions  as  we  have  had  tonight.  I  think  a  stranger  coming 
into  this  meeting  and  hearing  the  report  of  Miss  Bailey  and  the 
report  of  Dr.  Gerstenberg  would  think  our  organization  at  least 
had  some  brains.  I  think  that  w^e  are  doing  a  wonderful  work,  and 
I  think  it  is  fine  to  have  this  general  discussion.  There  are  so  many 
angles  to  this  question  that  I  think  there  are  others   w^io  might 
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have  a  few  words  to  say,  so  I  invite  further  discussion.    We  have 
a  little  more  time. 

George  Lord  (Michigan)  :  I  believe  that  the  meeting  would  be 
glad  to  hear  from  Dr.  Adams  on  this  important  subject.  I  notice 
the  Doctor  is  in  the  room. 

Chairman  Vaughan  :  That  is  a  very  fine  suggestion. — Dr.  T. 
S.  Adams,  former  president  of  this  association. 

T.  S.  Adams  (Connecticut)  :  As  I  listened  to  some  of  the  papers 
this  afternoon  and  the  papers  this  evening  I  recalled  that  the  first 
of  these  conferences  which  I  attended  was  practically  twenty  years 
ago,  and  that  if  I  had  been  able  to  come  to  all  the  intervening 
conferences,  this  would  have  been  the  twentieth. 

The  character  of  the  discussion  this  afternoon  is  quite  as  able  as 
it  has  ever  been,  and  the  character  of  the  papers  this  evening  left 
a  very  distinct  impression  on  my  mind  as  in  some  respects  present- 
ing the  terrific  difficulty  of  the  problems  which  we  are  facing,  and 
it  occurs  to  me  that  perhaps  in  the  few  minutes  that  I  shall  talk  I 
might  do  nothing  better  than  to  emphasize  the  stubbornness  of  the 
situation  which  this  association  is  undertaking  to  face  and  change, 
and  to  speak  frankly  about  certain  convictions  which  grow  on  me 
with  the  passage  of  time. 

The  first  of  those  convictions  is  this,  that  the  work  of  the  Na- 
tional Tax  Association  and  the  work  of  settling  these  terrifically 
difficult  problems,  is  not  cumulative.  We  are  not,  as  I  see  it,  really 
gaining  on  the  problem.  Business  and  business  complexities,  taxa- 
tion and  tax  complexities,  politics  and  political  complexities  are 
growing  faster  than  the  efi^orts  dissolve  those  complexities.  That 
is  pessimism,  but  that  is  the  feeling  I  have  on  the  situation.  We 
apparently  in  twenty  years  have  made  no  appreciable  progress  in 
assessment  technique,  as  I  listened  to  the  discussion  this  afternoon; 
and  I  get  the  same  impression  about  the  discussion  of  business 
taxation  this  evening. 

As  early  as  1912,  1913  or  1914  at  least  I,  and  many  others, 
members  of  the  association,  were  puzzling  and  working  over  the 
question  of  the  apportionment  fraction,  and  the  method  of  securing 
some  uniform  and  reasonably  satisfactory  method  of  assigning  or 
allocating  to  the  various  states  their  respective  portions  of  property 
and  income  for  purposes  of  taxation. 

I  remember  very  distinctly  that  I  urged  the  association  at  that 
time,  while  the  whole  thing  was  in  a  formative  stage,  to  endeavor 
to  get  the  Interstate  Commerce  Commission  to  undertake  to  lay 
down  uniform  rules  for  the  allocation  of  the  income  and  properties 
of  public  utilities  among  the  various  states;  to  get  the  Federal  Trade 
Commission  to  undertake  similar  work  with  respect  to  the  various 
business  corporations  of  the  country. 
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So  far  as  I  can  see,  on  these  two  lines  the  problem  has  inten- 
sified faster  than  the  approximate  solutions  of  it.  That  again  is 
dolorous  news,  but  I  think  it  is  true. 

Now,  in  the  long  run,  surveying  the  next  twenty  years,  what  are 
we  going  to  do  to  really  make  some  permanent  dent  in  this  prob- 
lem? Is  the  solution  simple  to  see?  Is  the  thing  too  big  for  us; 
is  it  too  complex;  is  all  we  can  do  as  individual  citizens,  to  be  to 
attempt  to  meet  honestly  and  with  some  reasonable  degree  of  logic 
the  tax  problems  that  come  to  us,  and  be  decent  and  let  it  go  at  that. 

Or,  is  there  some  hope  that  in  some  way  some  of  these  problems 
can  be  solved,  reasonably  solved — I  ask  for  no  final  accurate  solu- 
tions— even  reasonably  rough  solution. 

The  thought  is  borne  in  on  me  that  really  the  situation,  as  I  look 
back  over  the  twenty  years,  presents  a  sharp  challenge  to  the 
National  Tax  Association.  This  association  has  done  a  real  work. 
The  relationship  between  tax  commissioner  and  representative  of 
the  great  corporation  has  become  more  wholesome  in  this  country, 
largely  through  the  influence  of  this  association.  In  a  great  many 
ways  the  benefits  of  this  association  can  be  traced  and  stated,  but 
it  has  got  to  do  very,  very  much  more ;  and,  as  I  see  it,  we  need  a 
far  more  powerful  engine  than  this  association  is  at  present;  some 
body  with  great  means  and  an  extensive  organization  at  their 
control  has  got  to  make  it  their  business,  day  in  and  day  out,  in  an 
intense,  vigorous  way,  working  neither  for  taxpayers  nor  for  tax- 
gatherers,  for  the  introduction  of  simplicity  and  sense  in  tax  laws; 
to  keep  at  this  problem  all  the  time  on  a  large  scale,  with  plenty 
of  means  and  with  undiminished  vigor.  To  do  that  I  believe  this 
organization  has  got  in  the  near  future  to  have  a  large  staff  of 
men,  devoting  their  entire  time  to  this  problem,  paid  not  only  ade- 
quately, but,  in  the  long  run,  large  and  handsome  salaries.  The 
problem  is  too  large  for  academic  solution.  You  cannot  pick  it  out 
in  your  stray  hours  and  solve  it.  The  National  Tax  Association 
cannot  solve  it  in  the  way  it  has  been  going  on.  The  college  pro- 
fessor cannot  solve  it;  the  Saturday  Evening  Post  cannot  solve  it; 
the  efforts  of  the  dilettante  cannot  solve  it;  an  amateur  cannot 
solve  it. 

As  I  now  see  it,  the  only  method  that  promises  success  is  to 
bring  to  this  problem  the  great  lure  of  gold.  We  have  got  to  get 
a  group  of  promising,  able  men  and  give  them  plenty  of  money  to 
keep  them  on  the  job  for  years,  working  cumulatively  until  they 
know  more  than  anybody  else;  until  their  opinions  command  more 
respect  than  anybody's  else,  staying  on  the  job  300  days  in  the  year. 

I  want  to  present  that  thought  to  you. 

I  doubt,  except  for  the  human  contacts  which  these  associations 
bring  about,  and  they  are  pleasant  and  profitable — I  doubt  whether 
we  are  getting  anvwhere  with  the  machine  geared  as  it  now  is. 


176  NATIONAL  TAX  ASSOCIATION 

Now,  it  is  my  custom  to  speak  frankly.  I  am  not  certain  that 
all  this  is  pleasant  news.  I  thought  20  years  ago  that  we  should 
settle  a  good  many  more  of  these  problems  than  we  have  settled, 
when  Mr.  Holcomb  and  myself,  with  a  good  deal  of  enthusiasm, 
threw  ourselves  into  the  organization. 

We  have  not  solved  anything  as  much  as  I  thought  we  should 
solve.  The  net  tangible  result  of  twenty  years'  effort  has  been 
smaller  than  I  thought  it  would  be  in  most  directions. 

There  is  one  thing,  almost  solely  due  to  the  beautiful  and  un- 
selfish efforts  of  Alfred  Holcomb;  you  have  a  real  live  organiza- 
tion, you  have  some  money;  you  have  the  attention  and  respect  of 
the  business  world.  In  my  opinion  now,  within  the  next  one  or  two 
years,  the  time  has  come  for  this  organization  to  expand  in  a  very 
large  way,  and  to  do  a  work  which  the  private  corporations  cannot 
do,  which  the  universities  cannot  do,  which  the  tax  agencies  such 
as  Prentice-Hall  and  the  Commerce  Clearing  House  cannot  do, 
namel)^  seek  vigorously  for  simple,  practical  solutions  of  some  of 
these  matters  that  have  been  discussed  in  the  afternoon  and  evening 
sessions,  and  then  bring  together  a  rather  large  active  force,  con- 
tinuously and  without  cessation,  to  work  for  these  things  which  in 
twenty  years  we  have  not  accomplished. 

Chairman  Vaughan  :  I  feel  like  saying,  I  thank  Dr.  Adams 
for  "  them  kind  woids." 

We  are  not  disheartened ;  we  feel  we  have  gotten  on  the  right 
track,  and  we  are  moving  along,  but  not  steadily  enough,  and  the 
inspirational  talk  that  Dr.  Adams  has  given  us  will,  I  am  sure,  put 
new  courage  in  our  veins. 

Now,  this  problem  of  taxation  is  somewhat  confusing.  There 
are  so  many  angles  to  it  that  after  listening  to  the  various  papers 
at  one  of  these  sessions  I  feel  somewhat  confused  in  ideas,  and 
hazy,  and  it  takes  that  long  deliberation  that  is  urged  upon  us,  and 
the  concerted  eft'orts  of  a  number  of  minds,  and  continuous  and 
sustained  eft'ort,  to  get  an5'where. 

Let  us  not  get  the  confused  idea  that  my  little  girl  seven  years 
old  once  had,  when  she  saw  a  statue  in  our  state  house  yard.  She 
looked  at  it  and  pulled  my  hand  and  said,  "  I  know  who  that  is." 
I  said,  "  Who  is  it  ?"  She  said,  "  It  is  Washington  Crusoe,  God's 
son." 

Now,  has  anybody  got  a  clear  notion  that  he  wants  to  amplify? 

Mr.  Fernald  (New  York)  :  There  is  one  point  in  the  report 
that  I  should  like  particularly  to  emphasize  as  a  line  in  which  it 
seems  to  me  some  progress  might  be  made,  even  if  we  cannot 
straighten  out  the  entire  situation,  and  that  is  towards  the  uni- 
formity of  state  reports. 

I  have  much  to  do  with  reports  to  different  states,  for  various 
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corporations.  I  had  a  recent  case  in  which  we  spent  some  dollars 
and  had  some  considerable  correspondence  back  and  forth  as  to 
what  was  the  right  way  of  making  up  the  particular  report  for  this 
State  of  Pennsylvania,  on  which  finally  a  $50  tax  was  involved. 
The  time  required  on  the  report  was  all  out  of  proportion  to  the 
tax  required. 

Whether  or  not  we  can  get  absolute  uniformity  of  state  law  as 
to  rates  of  taxation,  as  to  the  character  of  the  tax,  can't  we  make 
some  progress  towards  getting  a  recognition  of  what  are  the  essen- 
tial facts  to  be  reported,  how  they  should  be  stated,  and  some  fairly 
uniform  nomenclature  that  the  ordinary  business  man  can  readily 
understand  ? 

Robert  M.  Haig  (New  York)  :  I  have  a  question  rather  than 
any  contribution  to  submit.  I  am  wondering  whether  I  might  not 
ask  the  chairman  of  the  committee,  Dr.  Gerstenberg,  whether  I  am 
right  in  judging  that  his  report  clearly  implies  that  the  report  of 
the  committee  which  considered  the  question  of  the  apportionment 
of  income  for  purposes  of  taxation,  at  Minneapolis,  as  Mr.  Lamb's 
committee,  is  considered  unacceptable  by  the  present  committee. 

Charles  W.  Gerstenberg  (New  York)  :  The  committee  simply 
did  not  care  to  make  any  recommendation  on  that  at  this  time,  not 
having  had  the  opportunity  to  discuss  it  personally.  We  did  most 
of  our  work  by  correspondence. 

Perhaps  I  ought  to  say  in  reference  to  the  whole  thing,  that  a 
resolution  has  already  been  handed  to  the  executive  committee  ask- 
ing that  this  committee  or  some  other  committee  be  extended  for 
another  year,  and  that  that  committee  prepare  a  definite  model 
system,  if  such  a  thing  is  possible,  and  that  it  be  printed  and  sent 
to  all  the  members  of  the  association  not  less  than  thirty  days  be- 
fore the  next  conference,  so  that  everybody  will  have  an  oppor- 
tunity to  see  and  study  it.  We  then  can  get  at  the  thing  in  the 
same  way  that  we  have  gotten  at  the  inheritance  tax  problem,  and 
actually  do  something. 

We  express  no  opinion  on  this  allocation  fraction  at  all.  We  do 
not  say  we  recommend  it,  and  do  not  say  we  do  not  recommend  it. 

Robert  M.  Haig:  I  may  have  been  mistaken,  but  in  hearing  the 
report  I  got  a  clear  impression  that  the  committee  was  unfavorably 
disposed  toward  that  report.  If  they  have  not  considered  the 
matter  sufficiently,  would  it  seem  to  be  worth  while  to  examine  the 
report  and  see  if  it  does  give  an  impression  which  the  committee 
does  not  wish  to  give?  I  think  it  would  be  an  unfortunate  thing 
if  a  report  of  this  committee  should  be  issued  in  a  form  that  it  did 
give  the  impression  that  the  report  of  a  former  committee  was  un- 
satisfactory, without  giving  full  reasons  therefor. 
12 
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Chairman  Vaughan  :  Glad  to  hear  from  Dr.  Haig  on  that. 

Charles  W.  Gerstenberg:  The  part  of  the  report  which  makes 
a  definite  recommendation  says  that  further  study  be  given  to  the 
question  of  the  proper  allocation  fraction  for  foreign  corporations 
and  foreign  businesses. 

Chairman  Vaughan  :  I  suppose  I  should  say  that  concrete 
definite  action  is  out  of  order  at  this  time  on  this  report.  That 
would  come  through  a  resolution  before  the  meeting  of  the  Na- 
tional Tax  Association.  We  are  of  course  gratified  to  hear  the 
report. 

I  want  to  make  another  announcement.  Those  states  who  have 
not  handed  in  the  names  of  the  committee  on  resolutions  will  please 
hand  them  in  to  Secretary  Holcomb. 

I  am  also  prepared  to  name  the  committee  on  nominations  author- 
ized by  the  association,  this  morning. 

The  committee  is  to  be  constituted  of  the  past  presidents  of  the 
association  who  are  found  here  in  attendance.  So  far  as  I  know, 
Governor  Bliss  and  Dr.  Adams  and  Mr.  Bailey  are  the  only  ones 
present.  If  any  others  appear  before  the  end  of  the  session,  of 
course  they  will  act.  And  the  three  other  members  of  the  nomi- 
nation committee  that  I  have  named  are :  James  A.  Carroll  of 
Kansas,  C.  P.  Link  of  Colorado,  and  Dr.  C.  W.  Gerstenberg  of 
New  York. 

If  there  is  no  further  business,  we  stand  adjourned. 

(Adjournment) 
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Wednesday  Morning,  November  17,  1926 

Chairman  Vaughan:  This  morning,  the  fifth  session  of  our 
conference,  is  to  be  devoted  to  suggestions  for  the  simpHfication  of 
the  income  tax.  The  entire  morning  will  be  devoted  to  that  dis- 
cussion, and  Mr.  George  E.  Holmes  of  New  York  will  preside. 

Before  we  begin,  there  are  some  announcements. 

Secretary  Holcomb  :  The  only  thing  I  wanted  to  say  was  that 
you  should  look  out  about  the  committee  on  resolutions.  Don't 
forget  that  you  are  to  hand  in  your  state  member.  Also,  the  mem- 
bers of  the  executive  committee  of  the  National  Tax  Association 
are  requested  to  gather,  as  opportunity  permits,  either  during  this 
session  or  at  its  close.  There  will  always  be  a  few  members  avail- 
able to  talk  things  over.  We  shall  attempt  to  have  a  room  for  that 
purpose. 

Mr.  John  Edgerton  is  the  member  of  the  resolutions  committee 
from  Montana.  This  is  for  the  benefit  of  the  secretary  of  the  com- 
mittee, but  he  does  not  seem  to  be  here  right  now. 

Chairman  Vaughan  :  The  committee  on  nominations  is  to  hold 
a  session  presently. 

I  will  now  introduce  Mr.  Holmes,  who  will  preside  at  this  session. 

(George  E.  Holmes,  New  York,  presiding.) 

Chairman  Holmes  :  The  discussion  this  morning  is  to  be  on  the 
subject  of  simplification  of  the  income  tax.  When  Mr.  Holcomb 
asked  me  to  take  charge  of  this  meeting  he  requested  that  oppor- 
tunity be  given  to  as  many  speakers  as  possible.  There  are  so 
many  members  of  this  association  anxious  to  voice  suggestions  as 
to  simplification  of  the  present  complex  law  that  we  might  well 
take  a  week,  or  a  month,  for  discussion  of  the  subject  by  men  as 
thoughtful  and  experienced  as  the  members  at  this  meeting,  but  we 
are  limited  to  hours,  and  each  speaker  must  therefore  be  limited  to 
minutes,  so  we  must  have  concentrated,  sharp,  short  and  pungent 
criticism  of  the  present  system,  and  concise  hints,  rather  than  elab- 
orate statement  of  constructive  propositions.  If  we  are  able  this 
morning  to  crowd  into  the  narrow  compass  of  time  at  our  command 
a  large  variety  of  sound  criticisms  and  constructive  suggestions,  we 
shall  have  accomplished  the  purpose  of  our  meeting. 

(179) 
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The  elaboration  of  those  criticisms  and  suggestions  can  then  be 
left  to  a  committee,  if  that  be  the  pleasure  of  the  National  Tax 
Association,  so  I  would  suggest  to  the  speakers — and  I  hope  there 
will  be  many  this  morning  who  will  present  criticisms  of  the  present 
system  and  suggestions  for  simplifications — that  they  give  us  an 
index  to  their  minds  rather  than  the  whole  text  of  their  thoughts. 

We  should  like  to  know  the  points  you  have  been  thinking  about; 
we  should  like  to  see  how  your  minds  are  working;  we  should  like 
to  have  you  indicate  the  material  you  can  supply,  should  a  com- 
mittee of  this  association  or  any  other  body  call  upon  you  to  labor 
in  the  work  of  simplifying  our  present  system  of  income  taxation. 

Ordinarily,  criticism  unaccompanied  by  constructive  suggestion 
is  not  desirable,  but  should  this  meeting  devote  itself  solely  to  criti- 
cism of  the  present  system  and  offer  no  constructive  suggestion,  in 
my  opinion  it  will  have  served  a  very  useful  purpose,  in  pointing 
out  at  this  time  the  difficulties  which  must  be  overcome  in  any 
attempt  at  simplification. 

Suggestion  of  simplification  of  the  income  tax  is  often  met  with 
the  statement  that  you  cannot  simplify;  our  business  structure  is 
too  complicated ;  we  have  to  have  a  complex  law  to  cover  a  com- 
plex situation.  Let  us  see  how  sound  that  objection  is.  Perhaps 
nine-tenths  of  our  taxpayers  ordinarily  have  very  simple  returns. 
Their  gross  income  consists  of  wages,  salaries,  fees,  or  the  profits 
of  small  and  simple  businesses;  their  ordinary  and  necessary  ex- 
penses are  easily  ascertained;  depreciation,  if  any,  is  an  unimpor- 
tant item;  obsolescence,  depletion,  amortization  and  reorganization 
problems  are  far  from  their  ken.  Yet  to  find  the  simple  principles 
which  apply  to  their  own  cases,  they  must  perforce  now  wade 
through  endless  provisions  of  the  statute  and  run  down  an  infinite 
number  of  cross  references.  They  find  themselves  learning  about 
corporations  organized  under  the  China  Trade  Act,  and  corpora- 
tions entitled  to  the  benefit  of  Section  262;  they  read  about  non- 
resident aliens  and  insurance  companies,  fiduciaries  and  estates. 
Why  should  they  not  be  privileged  to  find  in  one  place  the  statutory 
provisions  they  need  for  their  simple  returns?  Why  should  they 
be  required  to  wade  through  almost  150  pages  of  closely  printed 
text  and  be  confused  by  some  250  cross  references  in  the  statute? 
Why  cannot  the  numerous  special  provisions  of  the  law  be  segre- 
gated and  appropriately  grouped  at  the  end  of  the  Act,  instead  of 
being  interspersed  everywhere  ?  Why  should  the  income  tax  act, 
millions  of  copies  of  which  are  printed  and  distributed,  carry  pages 
and  pages  of  text  dealing  with  estate  taxes,  cigar  and  tobacco  taxes, 
and  miscellaneous  excise  taxes,  in  which  only  a  few  special  classes 
of  taxpayers  are  interested? 

Granting  that  the  calculation  of  income,  imder  modern  condi- 
tions, is  a  complex  and  complicated  thing  at  times;  granted  that  it 
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is  necessary  to  confuse  some  taxpayers  all  the  time,  and  all  tax- 
payers some  of  the  time,  why  should  we  have  an  act  which  in  form 
confuses  all  the  taxpayers  all  the  time? 

The  first  suggestion  offered  at  this  meeting,  therefore,  is  that  the 
income  tax  statute  might  properly  be  contained  in  an  act  by  itself; 
that  it  should  not  be  a  part  of  a  revenue  act  dealing  with  other 
comparatively  unimportant  subjects  of  taxation.  This  would  result 
at  least  in  a  saving  of  expense  of  printing  and  distributing  the 
several  millions  of  copies  which  are  necessary.  The  statute  should 
begin  with  a  general  statement  of  rates  and  principles,  and  should 
be  followed  by  separate  divisions  containing  definitions,  exceptions 
and  special  provisions.  The  English  Finance  Act  might  well  be 
scanned  for  intimations  as  to  form,  although  it  is  not  perfect  in  this 
respect. 

So  much  for  the  form  of  the  statute.  Now,  a  few  words  with 
regard  to  the  permanence  of  that  form.  Frequent  changes  in  stat- 
utory language  are  an  abomination.  We  are  now  laboring  under 
no  less  than  seven  federal  income  tax  statutes,  most  of  which  are 
similar,  but  no  two  of  which  are  alike.  Decisions,  rulings,  opinions 
and  precedents  have  uncertain  value  where  the  statutory  language 
has  been  subsequently  changed.  Yet,  changes  in  statutory  language 
have  gone  on  apace,  with  every  revision,  so  far,  and  entirely  new 
meanings  are  derived  from  slight  changes  of  verbiage — often  mean- 
ings not  foreseen  by  Congress. 

Of  tremendous  importance  is  stability  of  language  in  a  statement 
of  general  principles.  Without  stability,  knowledge  and  under- 
standing are  difficult.  Understanding  of  a  law  by  the  public  is  an 
extremely  valuable  national  asset,  requiring  in  the  aggregate  many 
millions  of  hours  to  acquire.  That  national  asset  of  public  under- 
standing of  income  tax  has  been  confused  and  destroyed  every  time 
Congress  has  tinkered  with  the  language  of  the  statute,  until  now, 
in  place  of  public  comprehension,  there  is  a  dismal  sense  of  public 
apprehension. 

The  present  habit  of  Congress  is  to  make  each  succeeding  revision 
of  the  income  tax  statute  refer  back  and  tie  into  the  language  of 
preceding  revenue  acts.  This  makes  confusion  worse  confounded. 
The  next  revision  should  be  written  on  a  clean  slate  and  with  a 
sharp  pencil.  And  it  should  be  done  in  advance  of  the  year  to 
which  it  will  first  apply.  Retrospective  income  tax  laws  are  vicious 
and  evil,  even  though  they  are  constitutional. 

It  is  obviously  no  simple  thing  to  simplify  the  statute,  but  it  is 
equally  obviously  a  most  desirable  thing.  The  actual  workmanship 
should  be  in  the  hands  of  a  group  of  skilful  men,  with  adequate 
time  at  their  disposal.  It  should  be  done  with  due  deliberation  and 
far  from  the  turmoil  of  the  political  arena. 

Once  a  statement  of  the  law  is  enacted  it  should  remain  undis- 
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turbed  in  verbiage  and  form.  Five  or  even  ten  years  may  be 
necessary  for  a  clear  comprehension  of  the  statute  to  sink  into  the 
intelligence  of  the  great  mass  of  taxpayers.  But  once  that  com- 
prehension is  acquired,  the  work  of  administration  will  be  vastly 
lessened,  the  courts  will  be  relieved,  and  the  burden  of  collection 
of  the  revenue  greatly  reduced. 

Another  root  of  our  trouble  in  the  administration  of  the  income 
tax  has  been  caused  by  the  striving  of  Congress  to  make  the  esti- 
mate of  a  taxpayer's  net  income  a  matter  of  fine  mathematical 
computation. 

I  submit  for  the  thought  of  the  members  of  this  meeting  the 
proposition  that  less  striving  for  a  fine  mathematical  computation 
of  net  income,  a  little  more  of  an  estimate — because  the  annual  net 
income  of  any  person  is,  after  all,  an  estimate — a  little  more  cer- 
tainty, might  be  better  than  our  tremendous  striving  for  the  abso- 
lute in  equality  as  between  taxpayers. 

I  am  announcing  no  new  proposition  when  I  say  that,  because  it 
is  what  Adam  Smith  said  over  one  hundred  years  ago.  His  state- 
ment is  much  stronger :  he  said  he  believed  that  much  inequalit}^ 
was  better  than  little  uncertainty  in  tax  matters.  His  position  was 
of  course  influenced  by  the  fact  that  rates  were  not  high  in  those 
days,  just  as  our  tendency  toward  endless  uncertainty  was  prompted 
by  the  confiscatory  rates  during  the  war  years,  rates  which  com- 
pelled the  introduction  of  so  many  relief  provisions  in  the  statute. 
When  a  government  takes  sixty  cents  or  even  eighty  cents  out  of 
every  dollar,  it  must  be  very  careful  that  net  income  is  pared  down 
until  it  carries  no  part  of  the  capital  which  created  that  income. 

Our  confiscatory  rates  compelled  us  to  be  meticulous ;  but  we  are 
now  looking  forward  to  a  period  of  peace,  to  a  period  of  lower 
tax  rates,  and  we  might  well  consider  at  this  time,  whether  for  the 
sake  of  certainty  and  the  sake  of  simplicity  we  cannot  afford  to  be 
a  little  less  meticulous  than  we  have  been  in  the  past,  in  our  struggle 
to  reach  a  precise  and  exact  calculation  of  net  income  and  at  the 
same  time  exact  the  last  penny  from  the  taxpayer. 

The  problem  of  tax  on  corporate  reorganization  is  one  which 
cries  aloud  for  simplification.  In  such  complicated  provisions  as 
Sections  203  and  204  of  the  statute  lie  the  seeds  of  endless  contro- 
versy. The  amount  of  tax  collected  from  that  source  must  be  rela- 
tively very  little  in  the  aggregate,  yet  we  have  a  very  substantial 
body  of  rulings  and  a  number  of  important,  though  utterly  confus- 
ing departmental  and  court  decisions  on  the  subject.  The  amount 
of  argument,  time  and  vexation  which  these  provisions  have  caused 
the  Government  and  the  taxpayer  is  immeasurable.  The  minute 
enumeration  of  conditions  affecting  the  calculation  of  profits  arising 
from  transactions  based  on  reorganizations  (and  a  reading  of  Sec- 
tions 203  and  204  will   show  that  they  fairlv  bristle   with   "  ifs," 
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"  ands,"  parentheses  and  cross  references),  that  minute  enumera- 
tion is  an  invitation  to  every  acute  intellect  to  search  for  hidden 
meanings  and  unenumerated  conditions,  which  may  serve  as  loop- 
holes to  avoid  taxation  on  reorganization  profits. 

In  fact,  the  legislative  history  of  these  and  corresponding  pro- 
visions of  preceding  laws  proves  that  to  be  the  case.  We  have  had 
before  us  for  many  years  the  spectacle  of  agile  taxpayers,  pursued 
by  eager  tax  collectors,  in  a  maze  of  statutory  provisions,  the  out- 
lets of  which  are  being  constantly  and  assiduously  closed  by  Con- 
gress, which,  in  the  very  act  of  closing  the  old  outlet,  generally 
opened  a  new  one.  Unless  these  provisions  are  simplified;  unless 
we  can  find  some  solution  less  full  of  conditions;  some  statutory 
provisions  less  full  of  exceptions,  than  the  present,  they  will  prove 
of  endless  vexation  to  our  courts  and  forever  prevent  the  laying 
down  of  any  clear  logical  principles  of  law,  to  be  followed  by  the 
administrative  body.  When  court  opinions  have  to  hang  upon 
minute  variances  in  statutory  language,  instead  of  resting  on  sound 
judgment,  we  can  never  expect  the  development  of  a  consistent 
body  of  law  for  income  taxation. 

The  chair  having  heretofore  laid  down  a  rule  of  brevity,  does 
not  propose  to  violate  that  rule.  The  chair  knows  that  there  are 
many  able  and  experienced  and  thoughtful  men  in  this  meeting, 
who  have  valuable  contributions  to  the  subject,  and  proposes  at  this 
time  to  throw  the  meeting  open  to  informal  general  discussion,  with 
the  firm  conviction  that  an  interesting  and  lively  discussion  of  the 
subject  will  follow,  and  in  the  hope  that  the  suggestions  about  to 
be  made  will  prove  helpful  to  the  congressional  committee  that  is 
now  considering  a  revision  of  the  income  tax  law. 

The  chair  will  now  call  upon  F.  Morse  Hubbard,  who  has  long 
been  a  student  of  income  tax,  has  had  wide  experience  both  within 
the  treasury  department  and  in  private  practice,  and  who  is  now 
preparing  what  will  surely  prove  to  be  a  very  admirable  and  val- 
uable work  on  income  tax. 

Mr.  F.  Morse  Hubbard:  Mr.  Chairman  and  Members  of  the 
Association :  There  are  two  questions  for  our  consideration :  first, 
whether  the  income  tax  law  can  be  simplified  as  to  substance; 
secondly,  whether  it  can  be  simplified  as  to  form. 

I  take  it  that  in  order  to  answer  the  first  question  one  must 
understand  the  substance.  I  have  read  the  law  and  do  not  under- 
stand it,  and  cannot  answer  that  question !  I  have  a  suspicion, 
however,  that  the  subject  matter  of  a  comprehensive  income  tax 
law  is  essentially  so  complicated  as  to  make  its  simplification  a  task 
of  supreme  difficulty. 

The  simplification  of  the  form  of  the  statute  presents  an  easier 
problem.  The  thing  offends  the  eye  without  taxing  the  brain.  Our 
income  tax  law  is  much  like  a  futurist  picture.    We  may  not  know 
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what  it  is  all  about,  but  we  know  we  do  not  like  it !  At  least  one 
can  tell  from  the  titles  of  the  sections  that  most  of  them  are  not 
where  they  belong  in  any  logical,  orderly  arrangement  of  the  sub- 
ject matter. 

Mr.  Holmes  has  mentioned  a  number  of  respects  in  which  the 
form  of  the  statute  could  be  improved.  I  should  like  just  for  a 
moment  to  point  a  finger  at  one  or  two  particular  features  which 
call  loudly  for  improvement.  For  example,  the  Part  entitled  "Indi- 
viduals "  is  crowded  with  a  heterogeneous  lot  of  sections,  most  of 
which  have  no  particular  application  to  individuals  as  a  separate 
class  of  taxpayers.  This  Part  contains  eighteen  sections,  and  I 
should  say  that  not  more  than  six  of  them  belong  there. 

Take  first  the  sections  of  general  application,  such  as  the  defini- 
tion of  income.  This  part  of  the  statute  has  been  constructed  as  if 
it  were  primarily  a  treatise  for  individuals,  or  as  if  income  were 
an  attribute  peculiar  to  individuals.  Although  individuals  may  con- 
stitute the  most  numerous  class  of  taxpayers,  they  have  no  exclusive 
claim  to  any  of  the  general  provisions  of  the  act.  The  definitions 
of  net  income  and  gross  income,  deductions  allowed,  items  not  de- 
ductible and  net  income  of  non-resident  aliens  apply  with  slight 
variations  to  all  classes  of  taxpayers  and  clearly  should  be  assigned 
to  a  portion  of  the  statute  dealing  with  the  general  subject  of  in- 
come.    The  tax  is  upon  income,  not  upon  individuals. 

There  are  also  in  this  Part  of  the  statute  two  sections  dealing  with 
particular  matters  which  certainly  are  not  directly  related  to  indi- 
viduals :  Section  220  with  its  unhappy  title,  "  Evasion  of  Surtaxes 
by  Incorporation,"  and  Section  221,  "  Payment  of  Individual's  Tax 
at  Source."  There  is  an  explanation,  though  no  excuse,  for  the 
position  of  Section  220  in  this  Part  of  the  Act.  Under  the  Act  of 
1918  you  will  recall  that  the  attempt  was  made  to  tax  the  stock- 
holders of  corporations,  in  the  case  of  unreasonable  accumulations 
of  surplus,  in  the  same  manner  as  stockholders  of  personal  service 
corporations.  It  was  placed,  and  I  think  improperly  even  in  that 
Act,  in  the  Part  relating  to  individuals.  Now  it  is  a  tax  upon  the 
corporation,  but  it  remains  where  it  was  before,  quite  unrelated  to 
its  neighboring  sections.  The  history  of  this  section  affords  a  strik- 
ing example  of  the  paralysis  which  has  overtaken  the  art  of  draft- 
ing income  tax  laws.  Section  221,  providing  for  payment  of  tax 
at  the  source,  is  particularly  an  administrative  provision.  It  im- 
poses burdens  on  the  withholding  agent,  and  is  entirely  out  of  place 
in  the  part  relating  to  individuals. 

Then  comes  the  group  of  sections  dealing  with  returns.  There 
may  be  some  excuse  for  their  being  placed  here,  in  so  far  as  they 
provide  for  the  making  of  returns  by  individuals.  But  I  believe 
that  in  the  interest  of  clarity  and  simplicity  all  the  sections  of  the 
statute  relating  to  returns  should  be  placed  together  in  a  title 
headed  "  Returns." 
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Now  behold  the  result,  when  you  come  to  the  portion  of  the 
statute  dealing  with  corporations!  I  dare  say  that  the  great  major- 
ity of  the  cases  before  the  Board  of  Tax  Appeals  and  before  the 
courts  are  cases  involving  corporate  matters.  There  have  been 
many  cases  of  indivduals,  including  the  cases  of  estates  and  trusts, 
before  the  Board  of  Tax  Appeals;  but  even  there,  the  corporate 
cases  are  the  more  numerous.  Corporate  taxpayers  are  quite  as 
important  as  individuals  and  the  problems  of  corporate  income  are 
without  doubt  more  varied  and  more  perplexing  than  the  problems 
of  individual  income.  But  from  a  reading  of  the  statute  one  might 
suppose  that  the  income  of  corporations  consists  chiefly  of  cross 
references  and  exceptions. 

Listen  to  this  literary  gem : 

"  NET   INCOME   OF   CORPORATIONS   DEFINED. 

"  Sec.  232.  In  the  case  of  a  corporation  subject  to  the  tax 
imposed  by  section  230  the  term  '  net  income '  means  the  gross 
income  as  defined  in  section  233  less  the  deductions  allowed 
by  sections  234  and  206  (back  in  part  I),  and  the  net  income 
shall  be  computed  on  the  same  basis  as  is  provided  in  sub- 
divisons  (b)  and  (d)  of  section  212  or  in  section  226.  In  the 
case  of  a  foreign  corporation  or  of  a  corporation  entitled  to 
the  benefits  of  section  262  the  computation  shall  also  be  made 
in  the  manner  provided  in  section  217." 

How  thankful  we  should  be  for  that  "  also  "  ! 
Here  is  another  bit  of  Shakespearean  grandeur : 

"  GROSS   INCOME   OF   CORPORATION   DEFINED. 

"Sec.  233.  (a)  In  the  case  of  corporation  subject  to  the 
tax  imposed  by  section  230  the  term  '  gross  income '  means  the 
gross  income  as  defined  in  sections  213  and  217,  except  that 
mutual  marine  insurance  companies  shall  include  in  gross  in- 
come the  premiiuns  collected  and  received  by  them  less  amounts 
paid  for  reinsurance. 

"  (b)  In  the  case  of  a  foreign  corporation,  gross  income 
means  only  gross  income  from  sources  within  the  United 
States,  determined  (except  in  the  case  of  insurance  companies 
subject  to  the  tax  imposed  by  sections  243  and  246)  in  the 
manner  provided  in  section  217." 

When  we  come  to  section  234,  "  Deductions  Allowed  Corpora- 
tions," a  surprise  awaits  us.  The  device  of  vague  and  aggravating 
cross  reference  is  for  the  moment  abandoned,  and  resort  is  had  to 
the  verbosity  of  laborious  repetition,  most  of  it  a  verbatim  repro- 
duction of  section  214.  The  next  section,  in  striking  contrast,  is 
probably  unsurpassed  in  all  income  tax  literature  for  Biblical  sim- 
plicity.    It  is  as  follows: 
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"  ITEMS    NOT   DEDUCTIBLE   BY    CORPORATIONS 

"  Sec.  255.  In  computing  net  income  no  deduction  shall  in 
any  case  be  allowed  in  respect  to  any  of  the  items  specified  in 
section  215." 

A  statute  so  replete  with  drafting  absurdities  is  a  disgrace  to  a 
self-respecting  people,  and  I  wonder  that  it  has  been  endured  so 
long.  I  take  it,  however,  that  this  is  not  the  occasion  for  present- 
ing a  large  number  of  concrete  suggestions  for  improvement  of  its 
form.  But  as  evidence  of  what  might  have  been,  I  should  like  to 
offer,  Mr.  Chairman,  as  Exhibit  A,  the  original  draft  of  a  bill 
which  was  presented  to  the  Chairman  of  the  Ways  and  jMeans 
Committee  and  the  Chairman  of  the  Finance  Committee,  by  way  of 
suggestions  from  the  Treasury  Department  for  a  revenue  bill  in 
1918.  There  were  brief  explanatory  remarks  prefixed  to  each  title. 
Title  I  was  called  "  General  Provisions."  The  brief  note  said : 
"  This  title  contains  definitions  and  the  sections  describing  the  in- 
come subject  to  the  tax,  income  exempt  from  the  tax  and  the 
method  of  computing  net  income,  upon  which  the  tax  is  to  be  im- 
posed." And  again,  "  The  deductions  provided  for  can  now  be 
stated  so  as  to  apply  to  all  taxpayers  alike,  unless  otherwise  speci- 
fied. This  makes  it  possible  to  state  the  deductions  once  for  all 
rather  than  four  separate  times,  as  in  the  present  law."  As  you 
recall,  in  the  Act  of  1916  the  deductions  were  enumerated  once  for 
citizens  and  residents,  once  for  non-resident  aliens,  again  for  do- 
mestic corporations,  and  again  for  foreign  corporations. 

The  titles  of  the  sections  included  in  this  part  of  the  draft  indi- 
cate in  a  general  way  the  idea  which  was  attempted  to  be  carried 
out,  as  follows:  Definitions  (including  definition  of  gross  income), 
Income  Exempt,  Organization  Exempt,  Basis  for  Determining  Gain 
or  Loss,  Inventories,  Dividends,  Computation  of  Net  Income,  De- 
ductions, and  Items  not  Deductible.  This  arrangement  was  too 
new,  too  different  from  an\thing  that  had  ever  been  done  before — 
and  was  rejected  by  the  draftsmen  of  Congress. 

As  evidence  that  there  were,  however,  some  imaginative  spirits 
in  sympathy  with  reform,  I  wish  to  offer  as  Exhibit  B  a  Senate 
Committee  Print,  printed  for  the  Finance  Committee.  It  was 
oft'ered  as  an  amendment  to  the  revenue  bill,  and  consisted  of  a  re- 
arrangement of  Title  II  relating  to  income  tax,  following  in  many 
respects  the  original  Treasury  Department  draft.  In  this  amend- 
ment Title  II  was  divided  into  five  parts,  as  follows : 

Part  I,  General  Provisions;  Part  II,  Individuals;  Part  III,  Cor- 
porations; Part  IV,  Returns;  Part  \^  Administrative  Provisions. 

The  sections  under  Part  I,  General  Provisions,  were  as  follows : 
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Sec.  200 — Definitions. 
Sec.  201 — Net  Income. 
Sec.  202 — Gross  Income. 
Sec.  203 — Items  Exempt  from  Taxation. 
Sec.  20^1 — Basis  for  Determining  Gain  or  Loss. 
Sec.  205 — Inventories. 
Sec.  206 — Dividends. 

Sec.  207 — When  Profits  of  Corporation  Taxable  to  Stock- 
holders. 
Sec.  208 — Deductions. 

Sec.  209 — Special  Deduction  for  Net  Losses. 
Sec.  210 — Special  Deduction  for  Inventory  and  other  Losses. 
Sec.  211 — Items  Not  Deductible. 
Sec.  212 — Fiscal  Year  with  Different  Rates. 

I  should  like  to  say  one  word  about  the  Treasury  Department's 
regulations.  The  law  is  bad  in  many  respects  as  to  form,  and  the 
department  is  justly  dissatisfied  with  it;  but  I  believe  that  it  is  the 
duty  of  the  department  to  administer  the  law  as  it  finds  it,  and  that 
it  should  be  the  function  of  the  regulations  to  present  and  interpret 
the  law  as  it  is,  not  as  the  department  thinks  it  ought  to  be.  The 
regulations,  however,  recast  the  form  and  rearrange  the  subject 
matter,  and  that,  it  seems  to  me,  only  leads  to  confusion  and  in- 
creases the  difficulty  of  finding  and  using  the  material. 

The  comparative  arrangement  of  the  subject  matter  in  the  statute 
and  in  the  regulations  is  as  follows : 

Statute : 

Part  I.     — General  Provisions. 

Part  II.  — Individuals. 

Part  III. — Corporations. 

Part  IV. — Administrative  Provisions. 

Part  V.   — Payment,  collection  and  refund  of  tax  and  pen- 
alties. 
Regulations: 

Part  I.     — Income  Tax  on  Individuals. 

Part  II.  — Income  Tax  on  Corporations. 

Part  III. — Administrative  Provisions. 

Part  IV. — Definitions  and  General  Provisions. 

In  1919  the  Department  began  to  issue  Cumulative  Bulletins,  con- 
taining rulings,  arranged  under  the  various  Articles  of  the  Regu- 
lations. They  went  back,  however,  to  the  order  of  the  sections  of 
the  statute,  so  that  in  the  Cumulative  Bulletins  the  first  Article 
under  which  you  find  a  ruling  is  Article  1501.  Such  wavering  and 
inconsistency  are  greatly  to  be  deplored. 

I  want  to  sav  one  more  word  on  the  Cumulative  Bulletins.     We 
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Started  in  1919  with  Cumulative  Bulletin  No.  1,  followed  by  Bul- 
letins numbered  2,  3,  4,  and  5 — simple  Arabic  numbers,  easy  to 
read,  easy  to  understand — but  apparently  too  simple.  Then  some 
diabolical  genius  invented  the  combination  Roman-Arabic  numeral 
series,  to  further  plague  our  patient  souls.  I  can  only  hope  that 
that  man  may  be  condemned  to  cite  those  Cumulative  Bulletins 
orally  one  thousand  times  a  day  the  rest  of  his  life — and  for  all 
eternity :  "  C.B.,  Roman  numeral  II,  dash,  Arabic  numeral  1,  page 
275  " ! 

Chairman  Holmes  :  Does  any  member  of  this  meeting  care  to 
arise  in  defense  of  the  accused?  The  statute  has  been  accused  of 
bad  form.  Does  any  member  of  the  meeting  care  to  defend  the 
form  of  the  statute  ? 

Thomas  S.  Adams:  Yes,  Mr.  Chairman,  I  rise  to  that  point.  I 
think  something  needs  to  be  said  on  the  matter.  The  exhibits  to 
which  Mr.  Hubbard  refers  I  had  the  honor  of  presenting  to  Con- 
gress. 

It  is  important  to  recognize  the  difficulties  of  the  situation  and 
to  rid  your  minds  of  any  criticism  of  Congress.  Congress  is  not 
responsible  for  those  difficulties.  In  the  formation  of  the  Revenue 
Act  of  1917  Congress,  in  a  way  which  was  altogether  admirable, 
gave  a  free  hand  to  a  number  of  statutory  experts,  sent  down  to 
Washington  under  the  aegis  of  Columbia  University.  Those  men 
were  largely  instrumental  in  making  the  form  of  this  statute — a 
form  which  is,  in  a  way,  altogether  beyond  praise.  Nevertheless, 
we  must  recognize  the  fact  that  Congress  took  expert  advice,  and 
if  the  statute  is  bad  or  confused,  the  experts  are  largely  to  blame. 

Mr.  Hubbard  and  I  drafted  the  Revenue  Act  of  1918,  in  the  form 
of  a  recommendation  to  Congress  originating  from  the  Treasury 
Department.  Mr.  Hubbard  made  criticisms  at  that  time  as  to  form, 
which  I  thought  were  well  taken.  I  strongly  recommended  to  Con- 
gress his  general  rearrangement.  We  managed  to  get  these  recom- 
mendations printed,  but  they  died  at  that  stage,  not  because  Con- 
gress was  opposed  to  them,  but  because  there  were  other  experts 
on  the  ground  who  thought  differently.  The  real  essence  of  the 
matter  was  that  we  were  involved  in  a  very  sharp  conflict  between 
two  desiderata. 

Voice:  What  is  that? 

Professor  Adams  (continuing)  :  I  will  tell  you.  Mr.  Holmes 
has  just  made  a  plea  with  which,  other  things  being  equal,  we  all 
thoroughly  agree;  i.  e.,  that  the  statute  should  not  be  changed  un- 
necessarily. Let  us  keep  the  hoary  old  language  so  far  as  we  can. 
But  many  of  our  tax  troubles  have  been  due  to  the  attempt  to 
reconcile  the  preservation  of  the  original  forms  with  the  treatment 
of  new  problems. 
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How  the  income  tax  act  of  1913  was  drafted,  I  do  not  know. 
I  know  that  Judge  Hull  was  the  prime  mover  in  that  task  and  that 
he  had  assistance  from  some  of  the  same  drafting  experts  I  spoke 
of ;  but  in  any  event,  good,  bad,  or  indifferent,  certain  features  and 
language  of  that  statute  took  shape  and  have  been  preserved  prac- 
tically unchanged.  That  very  cumbersome  definition  of  income  in 
the  1913  Act,  for  instance,  has  been  retained  unaltered  to  this  day. 
Much  of  the  difficulty  in  question  arises  from  the  effort  to  preserve 
statutory  language  and  principles. 

In  my  opinion,  then,  the  difficulties  to  which  Mr.  Hubbard  has 
addressed  himself  have  been  due  in  part  to  differences  of  opinion 
among  the  experts,  and  in  a  smaller  degree,  to  a  desire  to  retain,  as 
Mr.  Holmes  advocates,  unchanged  statutory  language. 

My  own  feeling  is  that  neither  one  of  these  criticisms  goes  any- 
where near  the  root  of  the  difficulty.  My  own  solution  would  be 
to  put  the  statute  into  a  very  general  form,  containing  only  prin- 
ciples, and  to  put  most  of  the  minutia  and  most  of  the  technical 
provisions  into  a  series  of  special  schedules.  Such  a  solution,  I  be- 
lieve, would  give  us  certainty  and  definiteness  and  would  bar  the 
possibility  of  frequent  changes. 

As  I  see  the  statute,  we  are  putting  a  lot  of  detail  into  it,  but 
only  about  one-tenth  of  the  detail  necessary  to  administer  the  kind 
of  income  tax  we  have.  I  believe  we  should  have  a  very  general 
law,  stating  general  principles  only,  and  then,  if  we  must  have 
direct  and  specific  guidance  for  the  thousands  of  important  tech- 
nical points  which  arise,  let  us  take  the  solutions  that  may  be 
reached,  including  the  solutions  arrived  at  by  the  Treasury  Depart- 
ment, and  fix  them,  so  that  we  may  eliminate  one  of  the  evils  which 
seem  to  me  most  damaging  and  most  unnecessary,  namely,  the  con- 
stant over-night  tinkering  with  prior  decisions  and  prior  regulations. 

One  of  the  gravest  evils  in  the  Treasury  Department  is  the  con- 
stant change  of  attitude.  Some  bright  and  ambitious  man — and  the 
brighter  and  more  ambitious  he  is,  the  more  likely  he  is  to  indulge 
in  this — enters  the  department  and  runs  across  a  departmental  de- 
cision on  some  difficult  technical  question.  The  logic  of  his  brain 
does  not  agree  with  the  logic  behind  that  decision.  He  therefore, 
in  good  conscience,  changes  it.  The  fact  that  his  action  may  upset 
a  great  business  or  dozens  of  great  businesses;  that  it  may  subject 
one  taxpayer  to  an  additional  liability  of  a  million  dollars  for  past 
years,  and  give  another  taxpayer  a  rebate  of  a  million  dollars,  does 
not  mean  anything  in  particular.  Nor  does  he  give  weight  to  the 
fact  that  the  earlier  regulations  are  likely  to  have  been  made  by 
men  mentally,  his  equal  and  closer  to  and  more  familiar  with  the 
circumstances  which  led  to  the  adoption  of  the  law. 

To  avoid  these  demoralizing  changes  of  attitude,  I  would  go  very 
far  in  enacting  into  law  the  first  careful  deliberate  opinions  on 
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technical  questions,  and  let  them  stand  until  Congress  itself  changes 
them.  That  would  mean,  as  I  see  it,  a  short  statute,  very  much  like 
the  English  statute,  stating  general  principles.  Then,  if  Congress 
feels  it  must  prescribe  delicate  accounting  minutia  and  attempt  to 
meet  all  these  technical  questions,  let  a  detailed  code  be  enacted 
into  law  which  will  stay  put,  until,  after  careful  deliberation,  legis- 
lative action  changes  it. 

Chairman  Holmes  :  It  seems  to  the  Chair  that  Dr.  Adams  does 
not  so  much  defend  the  form  of  the  statute  as  he  does  protest  the 
innocence  of  Congress.  We  will  now  hear  from  Mr.  Hugh  Satter- 
lee  of  New  York,  in  whose  hands  the  present  form  of  the  regula- 
tions first  took  shape. 

Mr.  Satterlee  :  Gentlemen,  I  came  prepared  to  make  one  or 
two  suggestions,  but  in  view  of  the  course  that  the  discussion  has 
taken  so  far,  I  am  going  to  say  very  little  of  what  I  intended  to  say. 

Six  years  ago  at  the  conference  in  Salt  Lake  City  I  made  per- 
haps the  longest-winded  address  that  was  ever  presented  to  this 
association.  It  was  intended  to  cover  the  whole  field  of  federal 
taxation.  As  I  read  it  over  now,  I  can  see  that  a  great  advance 
towards  simplification  has  been  made  in  other  parts  of  the  field  of 
federal  taxation,  particularly  in  the  abolition  of  a  good  many  of 
the  miscellaneous  war  taxes,  and  particularly  the  excess  profits  tax; 
but  so  far  as  the  income  tax  is  concerned,  it  has  become  vastly  more 
complicated  than  it  was  at  that  time. 

Of  course,  as  I  was  six  years  younger  then,  than  I  am  now,  my 
convictions  about  a  great  many  things  are  less  definite  and  dog- 
matic now  than  they  were  then.  But,  on  one  or  two  points  I  feel 
even  more  strongly  now  than  I  did  then,  and  one  of  them  is  the 
subject  which  has  been  most  talked  about  so  far  this  morning,  and 
that  is  the  rearrangement  and  restatement  of  the  statute. 

Incidentally,  before  we  get  to  that,  I  might  say  that  I  was  the 
particular  butt,  without  his  knowing  it,  of  Mr.  Hubbard's  animad- 
version on  the  regulations,  because  the  present  regulations,  under 
the  1926  act,  follow  almost  precisely,  as  to  form,  the  regulations 
under  the  1924  act,  which  in  turn  followed  the  regulations  under 
the  1921  act,  which  in  turn  followed  the  regulatons  under  the  1918 
act;  and  I  am  solely  and  exclusively  responsible  for  the  form  of 
the  regulations  under  the  1918  act,  and  no  one  else  has  the  slightest 
responsibility  for  the  arrangement  of  those  regulations. 

I  think  ]\Ir.  Hubbard,  of  course,  was  preoccupied  at  that  time 
with  the  statute  itself.  It  devolved  upon  me,  however,  to  take 
Regulations  33,  as  revised  under  the  1916  act,  and  with  them  as  a 
base,  to  draft  regulations  under  the  1918  act;  and  I  think  that  if 
he  had  gone  through  the  same  experience  as  I  did  at  that  time,  he 
would  be  a  little  more  charitable  towards  the  order  and  arrange- 
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ment  of  Regulations  45.  As  a  matter  of  fact,  I  became  so  con- 
vinced then  that  the  statutory  provisions  were  in  hopeless  hetero- 
geneous and  non-logical  order  that  I  worked  out  the  best  compro- 
mise I  could,  and  tried  to  make  the  regulations,  at  least  to  some 
extent,  reflect  the  natural  order  in  which  anybody  would  approach 
the  subject  of  determining  his  tax  liability. 

But,  I  began  to  feel  then,  and  have  felt  ever  since,  as  I  say,  very 
strongly  about  this  general  subject  of  the  arrangement  of  the  stat- 
ute; and  I  should  like  to  read  to  you,  because  I  can  read  more 
briefly  than  I  can  say  it,  the  arrangement  that  seems  to  me  to  be 
the  most  logical,  of  the  statute,  and  the  most  convenient  for  the 
ordinary  individual  and  the  ordinary  corporation. 

(Reading)  The  income  tax  should  be  divided  into  four  parts. 
Part  1  should  deal  with  the  computation  of  the  tax  and  should  de- 
scribe the  rates  of  tax  on  individuals  and  corporations,  the  credits, 
if  any,  against  net  income,  and  the  credits  against  the  tax  itself. 
This  part  assumes  that  the  net  income  is  already  known,  or  that  the 
taxpayer  is  interested  in  knowing  the  rates  and  method  of  comput- 
ing the  tax  before  calculating  his  net  income. 

I  think  I  may  interpose  there  that  that  is  true,  as  a  practical 
matter.  The  first  thing  we  are  interested  in  is  determining  what 
the  rates  of  tax  are. 

(Again  reading)  Part  2  should  deal  with  income  subject  to  tax, 
and  should  describe  capital  and  income,  the  various  kinds  of  gross 
income,  the  allowable  deductions,  and  finally  net  income. 

Part  3  should  deal  with  the  return  and  payment  of  the  tax,  and 
should  describe  withholding  at  the  source,  returns  of  information, 
returns  of  income,  payment  of  the  tax,  penalties,  and  claims  for 
abatement,  credit  and  refund. 

Part  4  should  deal  with  the  persons  liable  to  the  tax,  and  should 
discuss  the  variations  from  type,  such  as  non-resident  aliens  and 
foreign  corporations,  estates  and  trusts,  partnerships,  and  so  forth. 
The  provisions  peculiar  to  each  special  kind  of  person  should  be 
here  set  forth. 

The  result  would  be  that  under  Part  1  a  person  could  find  every- 
thing relating  to  the  way  his  tax  would  be  figured;  under  Part  2, 
the  steps  in  the  determination  of  his  net  income  would  be  laid  out 
before  him;  and  under  Part  3  his  obligations  toward  the  Govern- 
ment for  information  concerning,  and  for  the  payment  of  his  own 
and  others'  taxes  would  be  stated.  If  he  were  an  ordinary  indi- 
vidual or  corporation,  Part  4,  relating  to  special  kinds  of  persons, 
would  not  interest  him,  and  if  he  were  a  peculiar  kind  of  person, 
all  the  provisions  affecting  him  which  were  different  from  those 
applying  to  ordinary  persons  would  be  given  in  one  subdivision. 
I  hope  this  sounds  as  ridiculously  simple  and  natural  to  you  as  it 
does  to  me. 
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Now  that,  of  course,  except  for  natural  differences  of  opinion  as 
to  the  exact  order,  is  substantially  along  the  lines  indicated  by  Mr. 
Holmes  and  Mr.  Hubbard;  particularly,  as  Mr.  Holmes  said,  get- 
ting out  of  the  general  body  of  the  statute,  which  should  relate  to 
typical  individuals  and  corporations  —  the  natural,  general  run  of 
people — those  special  provisions  which  relate  to  marine  insurance 
companies  and  other  kinds  of  insurance  companies  and  exceptional 
individuals  and  corporations,  who  can  go  to  their  particular  part  of 
the  statute  to  learn  about  the  way  in  which  their  own  peculiarities 
are  treated  for  tax  purposes. 

So  much  for  that — my  time  being  practically  up — but  I  want  to 
mention  what  is  really  a  subdivision  of  this  rearrangement  of  the 
statute. 

A  restatement  of  the  statute  which  I  think  is  most  needed  at  the 
present  time  is  the  matter  of  the  reorganization  provisions,  which 
has  already  been  spoken  of.  Of  course,  as  a  la\v\-er  dealing  some- 
what in  tax  practice,  I  have  no  particular  horror  at  the  present 
reorganization  provisions,  because  they  are  capable,  as  has  already 
been  said,  of  infinite  permutations  and  combinations,  and  one  can 
go  over  them  with  increasing  profit  every  time.  And,  so  far  as  I 
am  concerned,  although  back  in  the  days  when  I  was  in  the  solici- 
tor's office,  in  1918,  I  began  then  a  study  of  the  reorganization  pro- 
visions, which  I  have  never  let  up ;  not  even  today,  not  in  the 
simplest  kind  of  reorganization,  would  I  think  of  giving  any  ad- 
vice, without  reading  over  and  over  again  all  the  reorganization 
provisions  of  the  statute,  even  though  I  had  read  them  over  day 
before  yesterday  in  connection  with  a  reorganization  which  had 
similar  characteristics. 

It  has  seemed  to  me  always  that  the  fundamental  method  of  ap- 
proaching this  question  of  reorganization  and  exchanges  of  prop- 
erty is  wrong.  I  have  said  this  before,  and  I  still  feel  convinced 
about  it.  Instead  of  saying  that  all  exchanges  of  property  are  pre- 
sumed to  be  taxable,  and  then  trying  to  express,  as  is  now  expressed, 
ad  libitum  and  ad  nauseam,  in  the  present  statute,  all  the  particular 
exceptions  which  experience  has  shown  should  be  excluded  as  ex- 
ceptions, I  think  the  method  of  approaching  that  subject  of  ex- 
change of  property  should  be  directly  the  opposite;  in  other  words, 
that  the  statute  should  say  that  exchanges  of  property  are  not  tax- 
able, and  then  try  to  specify  a  few  simple  rules  that  apply  to  cases 
where  exchanges  should  be  taxable. 

One  of  those,  to  my  mind,  would  be — and  I  am  not  saying  this  in 
favor  of  the  general  run  of  taxpayers,  but  possibly  against  them — 
a  case  where  I  think  the  present  statute  is  too  favorable  and  has 
been,  ever  since  the  1918  statute;  that  is,  I  have  never  been  able  to 
see  any  logic  in  relieving  from  tax,  as  a  taxable  transaction,  a  situa- 
tion where  stock  is  exchanged  for  bonds.     I  have  always  agreed 
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that  stock  when  exchanged  for  stock  should  constitute  a  non-taxable 
exchange ;  but  when  stock  is  exchanged  for  bonds,  why  should  that 
be  relieved  from  tax,  any  more  than  if  stock  were  sold  on  ordinary 
credit,  the  bond  being  an  entirely  different  instrument  from  a  stock 
certificate;  an  indebtedness  as  opposed  to  an  interest  in  the  property? 
However,  that  is  a  minor  detail;  but  the  point  that  I  want  to 
bring  out  there  is  that  it  seems  to  me  that  we  should  approach  the 
subject  from  the  opposite  point  of  view,  and  if  we  did,  I  would 
venture  to  say  that  a  section  could  be  drawn  which  would  be  more 
to  the  satisfaction  of  the  ordinary  individual  and  more  to  the  satis- 
faction, for  that  matter,  of  experts  of  the  Government,  the  general 
principles  which  should  properly  and  logically  relate  to  reorgan- 
izations and  exchanges  of  property. 

Chairman  Holmes:  Before  we  pass  from  the  subject  of  the 
form  of  the  statute  to  a  consideration  of  the  substance,  I  invite  any 
member  of  the  meeting  who  wishes  to  comment  on  the  form  of  the 
statute  to  speak  now.  The  sense  of  the  meeting  is  apparently  that 
much  improvement  can  be  made  in  the  form,  and  that  such  im- 
provement would  be  a  step  towards  simplification.  After  all,  what 
is  intended  to  be  accomplished  by  statute,  regulations,  court  de- 
cisions and  precedents  is  to  impress  upon  the  minds  of  taxpayers 
precisely  what  the  income  tax  is,  and  how  it  governs  each  taxpayer 
in  his  particular  aft'airs.  Naturally,  the  more  clearly  and  definitely 
this  impression  can  be  conveyed  to  and  fixed  in  the  minds  of  tax- 
payers, the  more  simple  the  work  of  collecting  the  revenue.  The 
Chair  recognize^  Mr.  Zoller. 

Mr.  J.  F.  Zoller  (New  York)  :  Gentlemen,  this  situation  puts 
me  in  mind  of  a  story.  y\  man  was  trying  to  buy  a  calico  dress 
for  his  wife  one  time.  He  went  into  a  store  and  asked  the  clerk 
to  let  him  see  different  pieces  of  calico  goods.  The  clerk  got  down 
one  piece.  He  said,  "No,  she  would  not  like  that;  that  has  too 
large  a  figure  in  it."  He  got  down  another  piece,  and  he  said, 
'■  No,  I  know  she  would  not  like  that,  because  the  figure  is  too 
small."  He  got  down  another  piece,  and  he  said,  "  No,  she  would 
not  like  that,  the  color  is  too  bright."  And  he  got  down  still  an- 
other one.  The  color  was  too  dead.  Finally  he  got  down  all  the 
pieces  of  calico  he  had,  and  he  had  a  great  many,  and  the  man 
said,  "  No,  I  don't  think  she  would  like  any  of  those."  He  said, 
• "  My  God,  man,  you  don't  want  calico ;  what  you  want  is  a  divorce." 

Now,  you  are  talking  about  simplification  here.  I  don't  think 
you  want  simplification.  What  you  want  is  abolition.  I  have  come 
to  the  conclusion  that  it  is  going  to  be  very  difficult  to  convince  the 
people  of  this  country  that  our  Federal  Government  is  capable  of 
properly  administering  a  tax  as  complicated  as  an  income  tax.  I 
believe  for  that  reason,  that  this  kind  of  a  tax  ought  to  be  left  to 
13 
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the  states,  because  I  think  the  states  are  more  competent  to  admin- 
ister a  tax  as  complicated  as  a  net  income  tax.  I  think  the  Federal 
Government  should  restrict  its  taxes  to  very  simple  lines — possibly 
stamp  taxes.  It  could  count  the  stamps  successfully,  to  determine 
whether  enough  of  them  had  been  put  on  the  documents  and  then 
the  Senate  committee  might  take  the  same  documents  to  determine 
whether  or  not  the  stamps  had  been  properly  counted. 

The  trouble  is,  we  get  ourselves  into  a  situation,  because  of  our 
peculiar  federal  tax  administration,  where  we  don't  get  business- 
like administration.  I  believe  the  tax-paying  public  is  beginning  to 
feel  that  way  about  it.  I  think  it  is  a  serious  thing  to  break  down 
the  tax-paying  morale  of  this  nation.  I  want  to  say  that  I  believe 
that  90  per  cent  of  the  success  of  any  tax  depends  upon  the  coopera- 
tion and  confidence  you  can  get  between  the  taxpayer  and  the 
people  who  collect  the  tax.  When  the  people  feel  that  they  are  not 
getting  a  square  deal,  and  a  businesslike  administration,  there  is  a 
conflict  between  the  taxpayer  and  the  tax-gatherer,  making  it  very 
difficult  to  get  anything  like  satisfactory  results. 

If  the  Federal  Government  was  really  capable  of  administering 
an  income  tax,  1909  taxes  would  not  still  be  unsettled,  as  is  the  case 
in  respect  to  some  taxpayers.  Dr.  Adams  said  we  had  had  an  ex- 
perience in  this  association  extending  over  a  period  of  twenty 
years,  and  had  not  gotten  very  far.  Well,  the  difference  between 
1909  and  1926  isn't  far  from  an  experience  of  twenty  years  with 
the  Federal  Government's  attempt  to  administer  income  taxes,  and 
yet  there  are  cases  still  unsettled  which  involve  the  year  1909.  The 
Federal  Government  has  not  profited  much  from  its  experience  of 
about  twenty  years.  I  do  not  believe  that  situation  prevails  in  any 
state  tax  administration  in  any  of  the  48  states. 

This  laxness  in  administration  on  the  part  of  the  Federal  Gov- 
ernment brings  about  a  great  deal  of  uncertainty  as  to  the  amount 
of  the  tax  liability.  I  think  this  uncertainty  as  to  the  amount  of 
tax  for  a  period  of  many  years  does  more  damage  to  business  than 
the  tax  itself.  Just  think  of  a  business,  whether  it  be  incorporated 
or  unincorporated,  having  hanging  over  its  head  for  eight  or  ten 
years  an  uncertainty  in  respect  to  the  amount  of  its  tax  liability. 
The  only  thing  it  can  do  is  to  set  up  a  reserve,  put  it  into  cost,  in- 
creasing the  cost  of  the  goods  to  the  consumer,  if  it  be  lucky 
enough  to  shift  the  tax.  This  results  in  either  damaging  the  busi- 
ness or  increasing  the  price  of  the  goods  to  the  consumer.  In 
either  case,  this  lack  of  businesslike  tax  administration  benefits 
nobody. 

Uncertainty  in  taxation,  as  the  chairman  said,  and  as  Adam  Smith 
said,  and  as  anybody  will  say.  if  he  stops  to  think  about  it,  is  one 
of  the  worst  features  of  any  dilatory  and  unbusinesslike  tax  ad- 
ministration. 
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I  don't  believe  there  is  any  excuse  for  there  being  a  single  case 
in  Washington  covering  income  of  1917  unsettled  today.  As  a 
matter  of  fact  there  are  a  number  of  them.  Those  taxpayers  don't 
know  yet  what  their  tax  bill  will  be  for  1917. 

Talk  about  simplifications,  if  we  should  dravi?  a  simple  statute; 
one  that  everybody  can  understand;  have  it  passed  by  Congress; 
I  venture  to  say  that  when  the  Treasury  Department  got  through 
writing  rulings  and  regulations  and  office  decisions  under  it,  it 
would  no  longer  be  simple ;  it  would  then  be  complicated.  The 
tendency  of  rulings,  regulations  and  office  decisions  has  been  to 
make  the  situation,  not  more  simple,  but  more  complicated.  Start 
out  with  a  perfectly  reasonably  simple  proposition  and  when  the 
United  States  Treasury  Department  gets  through  telling  the  public 
what  it  means,  nobody  then  knows  what  it  is  all  about. 

Another  thing  being  indulged  in  by  the  Federal  Government  is 
an  attempt  to  construe  everything  against  the  taxpayer;,  trying  to 
read  into  the  act  something  that  is  not  there.  I  can  give  you  any 
number  of  illustrations.  You  all  remember  the  affiliations  proposi- 
tion ;  you  remember  the  language  about  all  or  substantially  all  the 
stock  of  a  corporation  held  either  directly  or  controlled  through 
closely  affiliated  interests.  The  department  tried  to  read  into  that 
the  word  "  legal  "  so  as  to  make  it  read  "  legal  control."  Congress 
said  control.  The  solicitor  of  internal  revenue  said  it  meant  the 
same  as  if  Congress  had  said  "  legal  control."  The  word  "  legal  " 
was  not  there,  and  some  wag  at  the  hearing  before  the  Board  of 
Tax  Appeals,  in  discussing  that  word  "  legal,"  said,  "  I  suppose 
that  if  Congress  passed  a  law  taxing  all  animals,  but  should  exempt 
dogs,  somebody  in  the  department  would  say  that  that  meant  that 
the  word  '  yellow  '  was  intended  before  the  word  '  dog,'  and  so  you 
would  not  get  the  exemption  unless  you  had  a  yellow  dog." 

Take  the  question  of  amortization ;  England  had  an  amortization 
provision  in  its  war  tax  act.  Amortization  was  put  into  the  act  for 
the  benefit  of  taxpayers;  for  the  benefit  of  those  taxpayers  who  had 
responded  to  the  call  of  the  government  during  the  war,  and  who 
had  gone  out  and  purchased  the  necessary  equipment,  regardless  of 
cost,  for  the  purpose  of  helping  in  the  prosecution  of  the  war.  That 
provision  was  put  in  the  act  for  the  benefit  of  those  taxpayers. 
When  the  bill  came  before  Congress,  the  taxpayers  believed  it  to 
be  rather  drastic;  they  said  the  rates  for  1918  were  very  high,  and 
doubted  if  it  would  be  a  good  thing  to  take  so  much  of  the  income 
of  these  corporations  (the  rate  went  over  80  per  cent,  including 
normal  tax).  Those  members  of  Congress  defending  the  bill  came 
back  with  this  wonderful  assurance :  They  said.  "  You  gentlemen 
forget  that  we  have  put  into  the  bill  this  amortization  provision, 
and  you  will  find  that  that  is  more  than  sufficient  in  any  case  to 
take  care  of  or  to  offset  these  very  high  rates." 
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The  taxpayers  accepted  that  assurance ;  were  satisfied  with  it,  but 
when  the  government  came  to  apply  the  amortization  provision  in 
the  law,  what  happened  ?  The  government  made  every  effort  to 
deny  to  taxpayers  the  benefits  of  that  amortization  provision.  There 
was  no  case  to  my  knowledge  where  they  gave  it  a  liberal  con- 
struction. Many  taxpayers  have  not  had  any  benefit  from  its  pro- 
visions yet  and  this  is  1926  and  the  amortization  provision  was  a 
war  measure.  The  solicitor  of  internal  revenue  not  very  long  ago 
made  three  decisions.  One  decision  was  that  notwithstanding  the 
fact  that  the  law  said  that  facilities  acquired  on  or  after  April  6th, 
1917,  for  the  production  of  articles  contributing  to  the  prosecution 
of  the  war,  should  be  subject  to  amortization;  understand,  acquired 
on  or  after  April  6,  1917;  Congress  fixed  the  date;  the  solicitor 
said,  "It  don't  mean  acquired;"  he  said  it  meant  contracted  for 
and  acquired  on  or  after  April  6,  1917;  writing  into  the  statute  the 
words  "  contracted  for,"  which  Congress  did  not  write  into  it. 

That  case  came  before  the  Board  of  Tax  Appeals  and  the  opinion 
of  the  solicitor  was  reversed.  The  solicitor  then  wrote  another 
opinion.  He  said,  '"  Amortization  is  all  right,  but  if  it  is  your 
subsidiary  that  acquired  these  facilities,  even  though  you  own  100 
per  cent  of  the  stock  of  the  subsidiary  company  and  the  money  of 
the  parent  company  was  used  to  acquire  these  facilities,  the  parent 
company  gets  no  amortization  under  the  law."  That  case  went  to 
the  Board  of  Tax  Appeals  and  that  decision  of  the  solicitor  was 
reversed  also. 

These  opinions  restricting  the  taxpayers'  rights  are  being  written 
on  the  one  hand  by  the  solicitor's  office  and  are  being  reversed  on 
the  other  hand  by  the  Board  of  Tax  Appeals. 

If  we  did  not  have  a  situation  where  we  had  to  have  so  many 
erroneous  decisions,  we  perhaps  would  not  have  to  have  the  ex- 
pense of  a  Board  of  Tax  Appeals  in  order  to  reverse  them.  I  have 
nothing  at  all  against  the  Board  of  Tax  Appeals  and  nothing  per- 
sonally against  any  solicitor,  but  I  am  against  the  system. 

I  think  the  foregoing  establishes  the  fact  that  the  attitude  of  the 
federal  tax  administration  is  not  to  try  to  administer  the  law  as  it 
is  written ;  not  to  take  the  position  that  it  represents  the  taxpayers 
as  well  as  the  government;  not  to  recognize  that  the  taxpayers  are 
a  part  of  the  government,  but  on  the  other  hand  to  take  the  posi- 
tion that  the  government's  duty  is  to  get  every  dollar  of  tax  pos- 
sible out  of  every  taxpayer,  whether  it  is  entitled  to  it  under  the 
law  or  not.  I  think  probably  the  result  of  the  so-called  Couzens 
investigation  exaggerated  that  situation. 

I  have  no  faith  in  the  purpose  or  sincerity  of  the  Couzens  inves- 
tigation. I  read  the  report  of  it,  and  it  attacked  amortization.  In 
every  case  the  taxpayer  had  been  allowed  too  much.  There  was 
not  a  single  case  in  that  report,  that  I  found,  where  the  taxpayer 
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had  not  been  allowed  enough.  There  must  have  been  cases  of  that 
character,  but  if  there  were,  that  committee  either  did  not  find 
them,  or  if  it  did  find  them,  it  did  not  report  them. 

If  we  could  get  sincerity  in  federal  tax  administration  and  if  the 
administration  would  take  the  taxpayer  more  into  its  confidence  and 
go  ahead  and  find  out  impartially  the  true  situation,  I  believe  we 
should  get  better  results. 

Mr.  J.  F.  CooDY  (Mississippi)  :  I  should  just  like  to  say  a  word 
in  defense  of  the  tax  officials.  I  do  not  administer  the  income  tax, 
but  I  have  worked  in  the  office  where  it  is  handled,  and  I  appre- 
ciate to  some  extent  the  difficulties  of  the  men  who  are  called  upon 
to  administer  the  law. 

At  the  St.  Louis  meeting  of  this  association,  I  believe  it  was  Mr. 
Winston  of  the  Treasury  Department — under-secretary  of  the  treas- 
ury— who  discussed  this  question,  and  I  remember  that  he  said  that 
there  were  a  few  dozen  men  in  the  Treasury  Department  who  were 
drafting  forms  and  writing  rules  for  the  administration  of  the  law, 
and  there  were  some  10,000  lawyers  outside  who  were  shooting  at 
the  law ;  so,  when  you  come  to  write  this  simple  income  tax  law 
and  devise  this  simple  income  tax  form,  you  will  find  that  it  will 
not  be  able  to  reach  many  of  your  income  taxpayers. 

Now,  it  has  come  about  in  American  business  that  our  business 
affairs  are  not  simple  but  complex.  A  company  will  be  organized 
and  it  will  have  various  subsidiaries ;  it  will  take  over  some  other 
similar  company,  leased  for  400  years — that  is  a  favorite  period  of 
leasing — they  will  buy  all  of  the  stock,  and  I  think  the  gentleman 
who  has  just  spoken,  of  the  General  Electric  Company,  has  just 
about  as  complex  a  grouping  of  its  holdings  as  any  one  in  exist- 
ence, and  you  cannot  tax  a  concern  in  that  shape  with  a  simple 
form,  or  with  any  fixed  or  definite  rule  of  construction. 

I  am  reminded  of  a  story.  Down  in  our  country  we  have  still 
the  old-fashioned  idea  of  religion,  and  a  preacher  went  into  a  com- 
munity and  applied  for  a  place,  and  they  said,  "  Well,  we  will  hire 
you  if  you  can  bring  rain;  we  frequently  have  very  severe  droughts, 
and  we  want  rain."  He  said,  "  I  will  take  the  contract,  and  I  will 
guarantee  to  you  that  I  will  bring  rain  whenever  you  want  it." 
They  said,  "  Very  well."  Now,  in  the  summer,  when  the  sun  got 
high  and  the  rain  did  not  come,  the  congregation  came  and  said, 
"  Now,  Preacher,  we  want  rain."  He  said,  "All  right,  I  will  give 
it  to  you ;  when  do  you  want  it  ?"  One  member  said,  "  Well,  let  us 
have  rain  tonight,  let  it  rain  all  night;"  another  one  got  up  and 
said,  "No,  tomorrow;  I  have  my  hay  out  in  the  field,  and  I  want 
to  get  that  in  before  it  rains."  Then  another  one  said,  "  Well,  let 
us  have  it  rain  Tuesday."  His  wife  pulled  him  at  the  side  of  the 
coat,  and  with  her  influence  on  the  husband,  she  said,  "  That  is  the 
dav  we  set  aside  to  go  over  to  see  the  big  circus ;  it  must  not  rain 
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that  day,"  and  so  on  and  so  on.  So,  when  you  get  to  consider  these 
things,  and  you  devise  one  form,  it  will  suit  one  particular  business ; 
another  one  will  say,  "That  won't  work  for  my  case;  under  that 
rule  I  cannot  take  credit  for  this,  I  cannot  allow  depreciation  on 
that,  I  cannot  allow  obsolescence  on  the  other ;"  so,  you  cannot 
have  a  simplified  form,  so  long  as  our  business  conditions  and 
methods  of  doing  business  are  as  complex  as  they  are. 

Xow,  I  think  that  if  the  big  taxpayers  of  this  country,  and  that 
applies  everywhere,  would  go  to  the  government  officials  and  would 
say;  "This  form  does  not  exactly  suit  my  way  of  doing  business 
or  my  way  of  keeping  books,  but  we  can  furnish  you  a  statement 
in  our  own  way,  which  will  show  you  definitely  the  income  that  we 
have  earned  during  the  past  year,  and  on  that  we  will  pay,"  I  think 
in  ninety-nine  cases  out  of  a  hundred  there  would  be  no  difficulty 
in  making  a  report  in  that  way ;  and,  when  that  is  done,  and  when 
the  taxpayer  comes  to  the  office  where  the  federal  tax  is  due  and 
makes  a  disclosure  of  all  the  things  he  has,  then  you  will  not  have 
any  difficulties  in  having  reassessments,  rehearings,  and  appeals. 

I  know  of  one  concern  in  our  particular  country — I  am  not  criti- 
cizing them  at  all — that  came  before  one  body  and  for  tax  purposes 
they  said,  ''  We  are  worth  two  and  one-half  million  dollars.'"  and 
they  went  before  the  rate-making  body  and  said,  ''  We  are  worth 
fourteen  million  dollars." 

Xow,  when  they  spoke  about  the  fourteen-million-dollar  valuation 
they  said  that  would  represent  the  cost  of  the  plant  as  they  would 
have  built  it  today,  plus  a  reasonable  amount  for  engineering,  plus 
a  reasonable  amount  for  a  going  concern  value,  for  good  will,  for 
the  acquaintance,  for  the  organization  that  they  had  built  up,  and 
all  of  those  things.  Xow,  they  said,  "*  On  this  we  are  entitled  to 
have  a  rate  that  will  give  us  a  legitimate  income  on  the  investment." 

Xow,  that  may  not  be  confusing  to  experts.  Those  two  things 
may  be  correct,  but  when  the  average  man  hears  that,  he  cannot 
understand  why  it  is  that  for  tax  purposes  they  are  worth  two  and 
one-half  million,  and  for  rate-making  purposes  they  are  worth 
fourteen  million  dollars. 

Those  are  just  some  of  the  things  that  confront  us  in  the  tax 
world,  and  I  believe  that  if  business  concerns  would  exhibit  a  dif- 
ferent spirit;  would  get  the  spirit  of  helpfulness,  instead  of  the 
spirit  of  obstruction,  as  they  so  often  do,  we  should  much  sooner 
reach  a  correct  solution  of  these  difficulties. 

In  conclusion,  let  me  tell  you  the  story  of  the  man  who  was  out 
and  was  attacked  by  a  dog,  and  who  ran  his  pitchfork  through  the 
dog  and  killed  him,  and  the  owner  of  the  dog  said,  "  It  was  not 
necessary  for  you  to  kill  this  dog;  why  didn't  you  use  the  other 
end  of  the  pitchfork?"  He  said,  "  Why  didn't  the  dog  come  at  me 
with  the  other  end?" 
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Mr.  Zoller  (New  York)  :  I  just  want  to  make  one  statement. 
I  was  not  authorized  by  the  General  Electric  Company  or  any  other 
corporation  to  make  any  statement  before  this  meeting,  so  the 
gentleman  is  wrong  in  his  assumption.  I  am  merely  talking  as  a 
tax  attorney,  and  the  General  Electric  Company  is  only  one  of 
many  other  clients  that  I  have  represented  before  the  Bureau  of 
Internal  Revenue. 

Mr.  Williams:  I  want  to  reenforce,  as  a  practical  suggestion, 
the  difficulty  pointed  out  so  thoroughly  and  completely  by  Mr.  Zol- 
ler, with  respect  to  the  millstone  that  is  hung  around  many  business 
institutions  from  unsettled  tax  cases.  As  a  preface  to  that,  I  might 
say  a  number  of  associations,  under  the  suggestion  of  the  National 
Association  of  Manufacturers,  have  a  committee  of  experts  on  this 
job,  with  a  view  to  formulating  as  many  suggestions  to  the  joint 
congressional  committee  on  income  tax,  the  one  created  under  the 
1926  law,  as  possible.  This  committee  has  been  functioning  through 
a  number  of  meetings,  and  my  purpose  here  is  to  get  as  many  con- 
crete suggestions  as  I  can  that  we  may  use  in  our  future  discussions. 

This  question  of  unsettled  tax  cases  is  a  very  distinct  menace  to 
the  successful  administration  of  the  income  tax  law.  The  Treasury 
Department,  as  a  matter  of  policy,  is  now  attempting,  at  least,  to 
make  some  partial  progress  towards  the  ideal  which  we  all  hope 
for,  and  that  is  to  get  such  cases  current,  but  I  think  there  is  one 
simple  provision  that  might  be  made  in  the  law,  one  simple  amend- 
ment, which  would  accentuate  that  tendency  very  distinctly. 

As  you  know,  the  treasury  officials  now  approach  and  take  up 
these  cases  in  a  horizontal  manner ;  that  is,  they  go  all  through 
1922,  and  then  all  through  1923.  all  over  the  whole  country,  and 
then  1924  and  so  forth. 

I  suggest  that  the  taxpayer  ought  to  have,  as  a  matter  of  right, 
by  law,  the  authority  to  require  the  Treasury  Department,  when  it 
comes  to  his  place  of  business,  to  audit  his  1920,  or  whatever  it  may 
be,  tax  return,  and  he  should  say,  "  Sure,  I  am  ready  for  you  to 
engage  in  that  task,  but  while  this  auditor  is  at  work  on  this  sub- 
ject he  will  become  familiar  with  our  manner  of  doing  business; 
he  will  know  how  it  is  in  our  establishment;  he  is  acquainted  with 
the  particular  information  that  he  wants  to  check,  and  with  the 
form  and  manner  in  which  we  keep  our  books,  and  so  forth,  so  I 
ask  that  you  bring  with  you,  not  only  the  return  for  that  year  but 
for  all  subsequent  years,  up  to  the  very  last  one  that  is  presented, 
and  then  that  the  auditor  be  required  to  go  through  them  and  bring 
the  whole  proposition  up  to  date."  In  that  way  the  subject  would 
be  brought  up  in  one  case,  and  it  would  be  one  settlement  with  the 
Treasury  Department,  and  one  appeal,  if  necessary,  to  the  Board 
of  Tax  Appeals. 
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I  think  the  taxpayer  ought  to  be  entitled  to  that  right;  whether 
or  not  he  exercised  it,  of  course,  would  depend  upon  him. 

Chairman  Holmes:  The  remarks  of  Mr.  Williams  are  apropos 
to  a  discussion  of  the  administration  of  the  law.  In  that  connec- 
tion I  notice  Mr.  Drake  of  the  Office  of  the  General  Counsel  of  the 
Bureau  of  Internal  Revenue  in  the  audience,  and  I  invite  him  to 
make  a  few  remarks  at  the  present  time,  and  particularly  to  pre- 
sent, if  he  has  them  with  him,  any  figures  as  to  the  present  number 
of  unsettled  tax  cases  in  the  department. 

Mr.  Drake:  I  am  not  here  officially,  but  as  a  visitor,  and  I  am 
very  glad  to  be  with  you  this  morning  and  hear  all  of  your  remarks. 
I  shall  be  glad  to  report  to  my  associates  anything  that  I  can  learn 
that  will  facilitate  the  handling  of  the  work. 

We  have  a  big  problem,  as  you  all  realize,  and  every  effort  is 
being  made  to  handle  the  work  as  promptly  and  expeditiously  as 
possible,  but  we  have  been  unable  to  get  as  many  efficient  men  as 
are  required  at  the  salaries  paid  by  the  government.  We  are  trying 
to  add  to  the  force  by  selecting  good  men.  We  hope  that  we  shall 
eventually  be  able  to  solve  this  problem  better  as  we  go  along. 

]Mr.  Satterlee  :  1  don't  want  to  make  another  speech,  but  I  want 
to  say  that  in  my  opinion,  and  I  think  it  is  the  opinion  of  all  of  the 
men  who  have  ever  had  anything  to  do  with  Mr.  Drake  when  he 
was  at  the  head  of  the  Capital  Stock  Tax  Division,  the  best  evi- 
dence of  the  new  spirit  in  the  Treasury  Dei)artment  that  has  got 
through  for  a  long  time,  is  his  appointment  to  his  present  position 
in  the  General  Counsel's  office. 

Voice:  Are  remarks  on  special  asses.sment  in  order  at  this  time, 
as  a  matter  of  administration? 

Chairman  Holmes:  I  should  like  to  take  up  another  question 
first  and  have  you  speak  on  that  a  little  later.  Mr.  Coody  made  a 
remark  that  I  think  has  the  germ  of  a  suggestion  in  it  for  a  tre- 
mendous step  in  simplification.  I  should  like  to  hear  from  at  least 
two  very  able  certified  public  accountants  who  are  with  us  today, 
on  the  feasibility  of  corporations  filing  their  own  income  tax  state- 
ments, their  own  balance  sheets,  in  the  form  in  which  they  are 
prepared  by  their  accountants  for  business  purposes,  and  the  use  of 
those  forms  for  purposes  of  assessing  the  income  tax.  We  have 
with  us  this  morning  Mr.  Walter  A.  Staub.  who  is  here  represent- 
ing the  American  Society  of  Certified  Public  Accountants  and  the 
New  York  State  Society  of  Certified  Public  Accountants.  I  should 
like  to  hear  from  Air.  Staub  on  that  or  any  other  subject. 

Mr.  Walter  A.  Staub  (New  York  City  )  :  Mr.  Chairman,  I  will 
address  myself  first  to  the  specific  question  that  you  have  raised, 
as  a  result  of  Mr.  Coodv's  remarks. 
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It  seems  to  me  that  an  approach  in  that  direction  would  be  by 
making  the  form  elastic,  at  least  to  this  extent:  Instead  of  insisting 
on  an  ironbound  classification  of  gross  income  and  deductions,  and 
of  the  balance  sheet,  the  statement  prepared  by  a  corporation  on  the 
basis  of  the  classification  of  accounts  which  the  corporation  uses  in 
recording  its  operations  during  the  year,  and  in  preparing  balance 
sheets  for  its  own  use,  might,  within  certain  limtations,  be  accepted, 
and  the  form  of  return  prescribed  by  the  Treasury  might  indicate 
that  it  is  elastic  to  that  extent. 

However,  as  long  as  we  have  the  present  form  of  statute,  classi- 
fying both  income  and  deductions,  and  particularly  the  deductions, 
the  Treasury  will  always  want  to  have  a  certain  amount  of  infor- 
mation with  regard  to  certain  types  of  deductions.  For  instance,  I 
take  it  the  Treasury  would  always  want  to  have  the  depreciation 
deductions  shown  separately,  so  that  it  may  be  able  to  pass  intelli- 
gently on  the  reasonableness  thereof;  that  similarly  the  deductions 
for  taxes  and  interest  would  need  to  be  shown  separately  and  infor- 
mation given  regarding  them,  because  certain  kinds  of  tax  and  in- 
terest payments  are  not  deductible. 

It  will  be  seen  that  there  are  some  deductions,  concerning  which 
the  form  of  return  must,  under  the  present  statute,  be  rather  rigid, 
but  there  are  other  deductions  that  there  is  no  particular  need  for 
setting  out  in  an  ironbound  classification,  to  be  applied  to  all  cor- 
porations the  country  over. 

I  think  the  feasible  thing  would  be  a  certain  measure  of  elas- 
ticity or  flexibility,  which  could  be  indicated  on  the  form,  and  which 
would  then  give  a  corporation  the  right  or  privilege,  whichever  you 
w-ant  to  call  it,  of  supplementing  a  broad  classification  in  the  return 
w'ith  its  own  income  account  and  its  own  balance  sheet. 

To  be  sure,  at  times  I  presume  the  department  would  have  to  call 
for  further  information  on  some  items.  That  might  be  true  of  the 
balance  sheet;  it  might  be  true  of  the  income  account,  but  in  many 
cases  that  would  probably  not  be  necessary,  and  there  would  thus 
be  a  certain  amount  of  relief  to  corporations  and  to  partnerships 
and  individuals  carrying  on  business  in  that  form,  in  being  per- 
mitted that  measure  of  flexibility. 

At  the  present  time  there  is  a  certain  amount  of  irritation,  I 
think,  felt  by  business  concerns,  and  particularly  by  the  members 
of  their  staffs,  in  having  to  dig  out  certain  information  and  data 
and  making  certain  analyses,  to  comply  with  the  classification  on 
the  forms,  where  that  classification  is  not  the  same  as  the  one  used 
in  the  current  records  or  accounts  of  the  business  concern. 

I  have  been  much  interested  in  what  has  been  said  this  morning 
in  regard  to  the  form  of  the  statute,  but  I  am  not  going  to  attempt 
to  deal  with  that  in  any  comprehensive  way  or  even  address  myself 
to  that  particularly.  Anything  I  may  say  in  that  connection  will 
be  more  or  less  incidental. 
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I  should  just  like  to  bring  before  you  a  few  concrete  suggestions 
in  the  way  of  simplification,  from  the  viewpoint  of  one  who  has 
been  on  the  firing  line  for  a  number  of  years  in  dealing  with  in- 
come tax  and  excess  profits  tax  cases;  attempting  to  carry  out  the 
act,  in  its  application,  from  the  taxpayer's  standpoint,  and  in  meet- 
ing the  department  in  Washington,  in  its  construction  of  the  statute 
and  its  application. 

One  fundamntal  principle,  however,  to  which  I  should  like  to 
refer,  though  it  is  not  so  much  concrete  as  it  is  a  statement  of  prin- 
ciple that  I  think  would  be  very  helpful,  and  that  to  many,  many 
taxpayers  would  seem  to  be  real  simplification,  and  that  would  be  if 
it  were  clear  from  the  revenue  act  that  the  burden  of  proof  in  tax 
cases  rested  on  the  Treasury  Department,  rather  than  on  the  tax- 
payer. 

Now,  the  student  of  taxation  who  looks  at  taxation  in  the  ab- 
stract, from  the  standpoint  of  theory,  and  particularly  the  lawyer 
who  is  interested  in  the  Government's  side  of  taxation  and  who  is 
impressed  with  the  necessity  of  collecting  the  revenue,  in  order  that 
Government  may  be  carried  on,  may  not  be  impressed  with  that 
suggestion,  but  there  seems  to  me  to  be  some  very  good  reasons 
for  it. 

One  outstanding  reason  is  that  those  of  you  who  have  been  in 
practical  contact  with  this  subject  of  the  administration  of  the  excess 
profits  tax  and  the  income  tax  act,  have  time  and  again,  no  doubt, 
encountered  the  same  situation  that  I  have  seen  repeatedly,  and 
that  is  that  a  revenue  agent  will — well.  I  don't  think  I  am  over- 
stating it — jump  at  some  wild  conclusion  and  on  very  inadequate 
evidence  and  very  inadequate  data  will  arrive  at  some  rough  result 
and  will  put  that  in  his  report  as  a  basis  for  a  proposed  additional 
assessment.  The  agent's  report  is  passed  in  Washington,  and  imme- 
diately there  is  a  heavy  burden  put  on  the  taxpayer  to  rebut  some- 
thing that  ought  never  be  required  of  him  to  rebut,  but  having 
once  initiated  the  proposition  from  the  Government's  standpoint, 
the  position  is  taken  when  the  taxpayer  comes  before  the  Board  of 
Tax  Appeals,  that  the  burden  of  proof  on  the  taxpayer  is  to  show 
that  the  facts  are  not  as  claimed  by  the  Treasury  and  that  what  the 
commissioner,  through  his  agent,  has  determined  is  incorrect. 

Now,  if  it  were  possible  for  the  Government  personnel  to  consist 
entirely*and  without  exception  of  highly  competent  men.  experi- 
enced in  accounts  and  finances,  versed  in  law  and  in  the  interpre- 
tation of  statutes,  we  might  not  have  this  situation,  but,  as  Mr. 
Drake  just  pointed  out,  the  Government  continually  has  difficulty 
in  getting  an  adequate  number  of  experienced  men,  and  that  is 
particularly  true  out  on  the  firing  line,  where  so  many  of  these 
things  originate  with  the  revenue  agent. 

Now,  I  do  n.ot  criticize  the  revenue  agents  as  a  class;   do  not 
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misunderstand  me.  There  are  many  competent  men  among  them, 
and  they  are  doing  in  a  broad  way  the  best  they  can,  and  I  think 
the  Treasury  is  doing  all  it  can  to  train  them  for  that  service,  but 
there  are  inherent  difficulties  in  the  situation,  and  it  seems  to  me 
that  it  would  be  much  fairer  if  the  Treasury  could  assert  additional 
taxes  only  when  it  is  in  position  to  sustain  the  burden  of  proof 
and  to  show  that  the  taxpayer  is  clearly  in  error  in  the  return  made 
by  him. 

It  seems  to  me  that  when  a  taxpayer  has  made  a  return  based  on 
his  (or  its,  if  it  is  a  corporation)  books  of  account,  records  which 
are  open  to  the  Treasury,  when  that  return  is  made  under  oath, 
and  when  there  are  severe  penalties  threatening  the  taxpayer,  if  the 
return  is  not  a  correct  one,  or  at  least  an  honest  one ;  under  those 
circumstances  the  taxpayer's  return  ought  to  be  accepted  as  prima 
facie  correct,  and  that  then  the  burden  of  proof  ought  to  be  on  the 
Treasury  to  show  that  the  taxpayer  is  in  error  with  respect  to  this, 
that  or  the  other  item  in  the  return.  I  am  sure  that  if  some  such 
principle  could  be  put  into  the  statute  it  would  appeal  to  many,  if 
not  the  majority  of  taxpayers,  as  tending  to  simplification,  because 
it  would  relieve  them  of  a  burden  which  has  in  many  cases  proven 
not  only  to  be  trying  but  also  extremely  expensive.  . 

Now,  to  get  down  to  a  few  concrete  suggestions  for  simplifica- 
tion, I  think  a  desirable  one  would  be  for  simplification  of  the 
various  statutory  periods.  At  the  present  time  the  periods  within 
which  the  Government  can  make  assessments  of  additional  tax  are 
separate  and  unrelated,  strictly  speaking,  from  the  statutory  periods 
within  which  a  taxpayer  may  claim  a  refund. 

When  we  realize  that  the  whole  subject  of  income  taxation,  and 
particularly  profits  taxation,  is  a  new  proposition  in  this  country ; 
that  we  have  had  it  with  us  for  hardly  a  decade,  it  seems  to  me 
rather  unfair  to  impose  on  taxpayers  in  all  their  severity  and  rigid- 
ity the  rules  or  principles  of  law  that  have  become  established  with 
respect  to  old  forms  of  taxation,  such  as  the  thought  that  the  tax- 
payer must  at  his  own  peril  correctly  interpret  the  law ;  that  at  his 
own  peril  he  overpays  the  tax  if  he  complies  with  the  Treasury 
regulations,  which  years  later  are  determined  to  be  illegal  and  that 
unless  within  a  certain  time  he  makes  claim  for  refund  and  gives 
notice  that  the  tax  is  overpaid,  he  will  be  barred  from  refund. 

That  does  not  seem  a  fair  principle,  especially  as  long  as  the 
Treasury  is  permitted,  by  the  use  of  waivers,  to  keep  open  indefi- 
nitely the  period  for  additional  assessment. 

Now,  prior  to  the  1926  act,  we  had  at  least  three  different  basic 
dates,  or  three  dififerent  periods  that  ran  more  or  less  concurrently, 
with  regard  to  different  administrative  aspects  of  the  tax.  You 
had  the  date  on  which  a  return  was  filed,  from  which  the  statutory 
period  ran  for  the  making  of  additional  assessments  by  the  Treas- 
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ury,  and  with  the  Treasury  in  position  to  keep  that  period  open 
indefinitely,  by  practically  compelling  the  taxpayer  to  give  waivers 
or  the  alternative  of  hasty  jeopardy  assessments. 

You  had  another  date,  that  on  which  the  return  was  due,  from 
which  the  period  for  filing  claims  for  refund  ran.  That  is  grad- 
ually simplifying  itself  somewhat  in  the  present  act.  because,  from 
a  practical  standpoint,  the  time  is  now  running  in  a  great  many 
cases,  and  will  do  so  in  more  cases  as  time  goes  on,  from  the  time 
the  tax  was  paid  rather  than  the  time  the  return  was  due. 

A  third  period  was  the  date  over  which  the  period  ran  for  the 
entering  of  suit  for  refund,  that,  if  I  recall  correctly,  running  from 
the  time  the  tax  was  paid. 

So,  you  had  at  least  three  different  dates,  and  in  the  present 
statute  you  have  a  conglomeration  of  dates  from  which  these 
periods  run.  Also,  the  present  act  specifies  periods  of  varying 
length  within  which  additional  assessment  may  be  made  for  dif- 
ferent years.  Simplification  here  would  be  highly  desirable,  and 
could  be  effected  perhaps  along  two  different  lines.  One  would  be 
that  as  long  as  the  case  is  open  from  the  Government's  standpoint, 
the  case  should  also  be  open  for  the  adjustment  of  refunds,  where 
tax  has  been  overpaid.  It  does  not  satisfy  the  taxpayer;  in  fact,  it 
leaves  a  very  bad  taste,  when  the  Treasury  Department  makes  an 
over-assessment  for  one  or  more  years  and  then  says,  ''  We  are 
sorry,  but  we  are  barred  by  the  statute  of  limitations  from  making 
a  refund  for  certain  years  for  which  you  overpaid;  we  are  help- 
less; the  law  controls  us,"  but  when  it  comes  to  asking  for  a  waiver 
of  the  additional  assessments,  there  is  no  such  control  on  the 
Treasury. 

Another  desirable  provision  is  one  suggested  when  past  revenue 
acts  have  been  in  the  making,  but  has  never  been  actually  enacted, 
and  that  is,  that  when  a  Treasury  regulation  is  set  aside  by  a  court 
decision,  regardless  of  the  period  of  time  that  has  run,  it  ought 
then  to  be  permissible  for  a  taxpayer  to  come  in  and  get  a  refund 
if  he  has  been  aft'ected  in  that  way. 

The  law  imposes  a  penalty  for  deliberately  ignoring  a  Treasury 
regulation  and  making  a  return  contrary  to  it.  I  think  the  Treasury 
has  been  more  or  less  lenient  in  that  matter,  where  there  has  been 
disclosure,  but  it  is  in  a  position,  when  it  says  there  is  deliberate 
ignoring  of  the  regulations,  to  say  that  the  penalty  does  fall,  and 
with  that  provision  in  the  act  it  does  not  seem  proper  or  right  that 
the  statutory  time  for  refunds  should  be  limited,  when  a  court  may 
later  set  aside  that  regulation  as  not  having  been  in  accordance 
with  the  law. 

On  the  matter  of  exchanges  of  property  there  is  of  course  more 
or  less  difference  of  opinion  as  to  just  what  could  be  accomplished 
in  the  way  of  simplification.     Unquestionably  the  provisions  in  the 
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act  with  regard  to  exchanges,  reorganizations  and  so  forth,  are  very 
complicated,  and  they  put  a  premium  on  astuteness  and  cleverness 
in  working  out  schemes,  either  to  avoid  or  to  postpone  payment  of 
the  tax  indefinitely. 

It  is  possible  that  a  provision  could  be  framed  which,  instead  of 
saying  that  all  exchanges  are  taxable,  and  then  making  all  these 
exceptions,  would  read  that  exchanges  would  be  taxable  only  when 
there  has  been  realized  profit,  and  that  the  circumstances  of  each 
case  must  determine  whether  or  not  there  has  been  a  true  realiza- 
tion of  income.  Now,  that  may  seem  an  almost  insuperable  diffi- 
culty for  administrative  purposes,  and  yet  we  have  other  questions 
of  the  actual  realization  of  income,  in  other  transactions,  that  I  am 
not  at  all  sure  are  any  more  difficult  in  practice  than  the  adminis- 
tration of  such  a  provision  as  that  just  suggested  would  be. 

Then,  there  is  one  simplification  of  the  exchange  provisions  that 
is  highly  desirable,  and  that  is  the  double  tax  that  follows  if  a  cor- 
poration inadvisedly  sells  its  property  when  it  is  going  out  of  busi- 
ness and  then  distributes  the  proceeds  to  its  stocknolders.  If  a 
corporation  shows  a  profit  on  the  sale  of  its  property  it  pays  a  tax 
on  that  profit,  and  then  the  corporation  stockholders,  when  the 
profit  is  distributed  to  them,  again  pay  a  tax  thereon. 

Of  course,  the  well-advised  corporation  never  gets  caught  that 
way,  because  it  either  distributes  its  assets  in  kind,  which  involves 
no  tax  to  the  corporation  and  the  only  tax  is  on  the  stockholders 
who  make  the  sale  or,  where  it  is  feasible,  the  stock  itself  is  sold 
to  the  purchaser.  In  the  latter  case  there  is  only  one  tax,  namely, 
tliat  on  the  stockholders,  and  the  purchaser  of  course  pays  no  tax, 
because  there  can  be  no  taxable  profit  in  a  purchase. 

In  the  interest  of  simplification  and  justice  there  is  one  principle 
that  ought  to  be  worked  out  still  better  than  it  has  been  up  to  this 
time,  and  that  is  in  respect  to  changes  in  law  and  regulations  which 
are  retroactive.  I  think  at  this  moment  particularly  of  the  instal- 
ment sale  proposition.  I  suppose  at  least  90  per  cent  of  the  con- 
cerns in  this  country  doing  business  on  the  instalment  plan — I  am 
thinking  now  of  furniture  houses  and  piano  concerns  and  those 
department  stores  which  are  engaged  in  similar  business — which 
changed  from  the  accrual  to  the  instalment  basis  under  the  Treas- 
ury regulations  of  1920,  have  had  their  tax  returns  audited  and 
their  cases  closed,  and  they  have  had  the  benefit  of  that  change. 
Remember  now  it  is  not  a  benefit  which  represents  a  final  exemp- 
tion of  income  from  tax  for  all  time,  it  is  simply  a  deferment  of 
tax.  To  be  sure,  there  was  some  benefit  due  to  the  change  in  rates 
between  years,  but  that  is  an  incident  that  will  always  be  more  or 
less  present  in  any  change  of  that  kind.  But,  the  other  10  per  cent 
of  concerns  of  that  class,  whose  returns  are  not  yet  completed  or 
examined  and  carried  to  a  conclusion,  which  have  perhaps  appeals 
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pending  before  the  Board  of  Tax  Appeals,  and  the  closing  of  whose 
cases  has  been  held  up,  as  I  know  from  personal  observation  in  a 
number  of  cases,  on  very  trifling  technicality.  These  concerns  are 
now  likely  to  be  penalized,  as  compared  with  their  brothers  in  the 
same  line  of  business,  because  of  the  provision  of  the  1926  Act 
which  says  that  the  instalment  basis  provided  in  the  act  shall  be 
retroactive  and  shall  be  applied  under  regulations  formulated  by  the 
commissioner,  with  the  approval  of  the  Secretary  of  the  Treasury. 

The  commissioner  in  the  new  regulations  has  radically  changed 
the  basis  for  computing  the  taxable  income  of  instalment  businesses. 
It  does  not  seem  to  me  right  in  principle,  and  it  seems  a  condition 
calling  for  real  simplification  and  rectification,  to  avoid  what  is  a 
discrimination  against  those  taxpayers  whose  cases  have  been  held 
up  (usually  not  through  any  fault  of  theirs)  by  settling  such  cases 
on  a  basis  adversely  different  from  the  90  per  cent  of  cases  already 
closed. 

Let  me  revert  again  to  the  matter  of  the  closing  of  statutory 
periods.  There  is  a  provision  in  the  present  Act,  carried  forward 
from  the  1924  Act,  and,  I  think,  the  1921  Act,  with  reference  to 
keeping  open  indefinitely  the  possibility  of  additional  assessments. 
Where  amortization  claims  are  adjusted  by  the  commissioner,  he 
having  once  made  an  allowance  which  he  can  now  say  was  merely 
a  tentative  allowance,  he  can  revise  them  and  impose  an  additional 
assessment,  and  under  the  act  there  is  no  limitation  of  time  thereon. 
Theoretically  he  can  do  it  fifty  years  from  now.  Practically  I 
don't  suppose  he  will,  but  there  is  no  reason  as  I  can  see,  with  the 
amortization  post-war  period  behind  us  for  several  years,  with  the 
Treasury  in  possession  of  about  all  the  knowledge  it  is  likely  to 
have  on  the  subject  of  amortization,  speaking  broadly,  and  with 
various  decisions  having  been  laid  down,  enunciating  general  prin- 
ciples, for  keeping  the  assessment  period  open  indefinitely,  and 
having  taxpayers  on  tenterhooks  as  to  whether  amortization  allowed 
them  in  their  1918  returns  may  be  opened  five  years  from  now. 
That  ought  to  be  taken  up  whenever  there  is  an  amendment  of  the 
present  statute. 

The  provision  respecting  interest  on  refunds  needs  consideration 
very  definitely.  Here  is  a  matter  that  is  to  some  extent  adminis- 
trative rather  than  otherwise.  Although  I  think  the  Treasury  con- 
siders it  is  interpreting  the  act  in  the  way  it  should  be  con.strued, 
certainly  very  definite  simplification  could  easily  be  made. 

Fiduciaries  are  required  to  make  a  return  on  Form  1041  especially 
prepared  for  their  use.  The  Treasury  says  where  an  estate  or  trust 
is  subject  to  the  tax,  that  is,  when  the  tax  is  to  be  paid  by  the  estate 
or  trust,  rather  than  by  the  beneficiaries,  the  fiduciary  must  also 
file  Form  1040.  If  my  recollection  is  not  at  fault,  the  Treasury 
has  held  that  when  the  fiduciarv  has  filed  Form  1041  and  has  actu- 
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ally  paid  the  tax  falling  on  the  estate  or  trust,  but  has  failed  to  file 
Form  1040,  the  statute  of  limitations  on  additional  assessments  has 
not  yet  begun  to  run,  because  it  runs  only  from  the  time  Form 
1040  is  filed,  Form  1041  being  only  an  information  return.  I  can- 
not recall  myself  any  actual  provision  in  the  act  that  would  warrant 
that  interpretation.  Certainly  if  it  is  there,  or  if  there  is  any 
ground  for  an  opinion  like  that,  simplification  is  highly  in  order. 
One  return  should  suffice. 

Another  thing  I  might  point  to,  which,  though  partially  admin- 
istrative, may  by  this  time  be  recognized  as  a  definite  interpretation 
of  the  act,  is  the  Treasury's  procedure  in  the  determination  of 
profit  or  loss  on  sales  of  securities,  when  purchases  of  securities 
have  been  made  at  dififerent  times;  where  stock  dividends  have 
been  received  and  stock  dividends  again  on  top  of  those.  The 
procedure  which  the  Treasury  Department  prescribes  in  such  cases, 
for  the  determination  of  gain  or  loss  is  extremely  complicated.  It 
is  not  an  exaggeration  to  say  that  in  some  cases  which  we  have  had 
in  our  office,  it  has  required  actually  a  number  of  days  to  make  a 
determination  of  the  taxable  gain  or  deductible  loss  on  a  single 
sale  of  securities,  where  the  previous  transactions  have  been  numer- 
ous, and  when  there  have  been  stock  dividends  interposing  between 
the  acquisition  of  stock  at  different  intervals  and  the  eventual  sale. 

It  would  not  only  greatly  simplify,  but  probably  more  nearly 
approach  justice,  if  the  purchases  were  averaged  with  the  stock 
dividends  down  to  the  time  of  sale,  and  the  securities  sold  given 
the  average  cost  (or  other  basis,  such  as  March  1,  1913,  value)  up 
to  that  time,  rather  than  to  require  this  complicated  and  intricate 
method  of  computation. 

I  have  thrown  out  these  few  suggestions  as  some  which  have 
occurred  to  those  who  are  in  a  practical  way  dealing  with  the  inter- 
pretation of  the  act,  and  as  illustrations  of  subjects  which  are  re- 
peatedly discussed  among  accountants  who  have  given  a  great  deal 
of  attention  and  thought  to  taxes. 

I  want  to  say  in  conclusion,  however,  that  it  does  not  seem  to  me 
that  the  situation  in  Washington  is  becoming  any  worse,  so  far  as 
administration  is  concerned,  than  it  has  previously  been.  I  do  not 
share  the  pessimism  of  Mr.  Zoller  with  respect  to  the  inapplicability 
or  inadvisability  of  a  federal  income  tax  in  our  system  of  taxation. 
I  question  whether  in  the  present  state  of  things  the  Federal  Gov- 
ernment could  get  along  without  an  income  tax;  nor  does  it  seem 
desirable  to  discontinue  it,  when  we  give  a  thought  to  the  future 
and  to  the  possible  recurrence  of  some  emergency,  like  the  World 
War,  where  we  needed  to  resort  to  extremely  high  rates  of  taxa- 
tion on  incomes. 

It  seems  to  me  desirable  to  retain  the  income  tax  as  a  form  of 
federal  taxation,  reduced,  to  be  sure,  to  as  low  rates  as  possible. 
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Incidentally,  it  would  simplify  the  situation  if  as  the  taxes  are  to 
be  lowered  from  time  to  time,  it  were  done  by  mere  amendment  of 
the  rates  rather  than  by  exhaustive  amendment  of  the  act. 

The  greatest  complexity  has  come  from  the  profits  taxes,  and 
with  those  rapidly  disappearing  into  the  past  the  administration  of 
the  income  tax  is  not  the  impossible  or  inadvisable  thing  that  has 
been  suggested. 

My  experience  in  contact  with  the  Treasury  is  that  it  is  today 
more  ready,  I  think,  than  ever  before,  to  carry  out  what  it  believes 
to  be  the  intent  of  the  act  and  to  give  taxpayers  a  square  deal.  If 
we  can  carry  out  the  first  suggestion  which  I  made,  namely,  to  have 
the  act  put  the  burden  of  proof  on  the  Treasury  for  additional 
taxes  to  be  assessed,  I  believe  one  of  the  greatest  possible  objec- 
tions to  the  administration  of  the  federal  income  tax  would  be 
•overcome. 

Mr.  C.  p.  Link  (Colorado)  :  Members  of  the  Conference:  I  am 
not  at  all  experienced  in  the  details  of  the  income  taxes.  Since  I 
first  began  to  read  up  on  taxation,  some  forty  years  ago,  I  always 
have  been  enthusiastic  for  an  income  tax,  not  only  for  federal,  but 
for  state  and  local  purposes. 

As  I  view  the  situation,  the  gentleman  just  preceding  struck  the 
nail  square,  when  he  said  we  must  have  taxes,  and  it  is  doubtful  if 
Uncle  Sam  should  or  could  keep  out  of  this  field. 

In  a  broad  way.  as  I  view  the  situation,  there  are  just  two  sources 
from  which  taxes  can  be  paid,  and  that  is  from  income  or  capital. 
Now,  certainly,  we  do  not  want  to  shy  too  much  and  get  scared 
away  by  details  and  complications,  from  what  most  of  us  believe 
tu  be  the  fairest  ta.x  in  the  world — an  income  tax.  Personally  I  am 
quite  heartbroken  over  the  complications.  I  have  wrestled  most  of 
my  life  with  property  taxation  out  in  Colorado.  I  thought  when  the 
income  tax  was  adopted,  that  would  be  the  simplest  thing  in  the 
world,  and  here  we  find  it  a  very  complicated  proposition,  but  cer- 
tainly it  should  not  dishearten  us  from  working  it  out. 

I  want  to  agree  heartily  with  our  friend  Mr.  Zoller.  I  do  not 
care  whether  he  is  speaking  as  an  individual  taxpayer  or  a  repre- 
sentative of  a  great  electric  company  or  other  splendid  organiza- 
tions. I  want  to  say  to  you  as  an  otlicial  that  we  give  too  little 
time  for  the  real  taxpayers  themselves  or  their  fair  representatives. 
We  certainly  should  open  the  door  and  give  much  time  to  the  con- 
sideration of  their  points  of  view. 

Personally,  our  tax  commission  in  Colorado,  since  the  time  it 
was  organized,  fifteen  years  ago,  adopted  a  homely  principle,  which 
we  thought  was  right,  and  which  we  think  is  quite  practicable,  and 
which  we  think  works  out  very  efficiently.  That  is,  where  there  is 
an  honest  doubt,  always  resolve  it  in  favor  of  the  taxpayer.  I  think 
that  should  be  done  by  any  one,  but  particularly  as  officials.     I  think 
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we  make  the  greatest  mistake  in  the  world  when  we  try  to  find 
excuses  for  resolving  any  honest  doubt  against  the  taxpayer. 

Now,  in  regard  to  these  deficiencies  of  officials,  the  Lord  knows 
officials  are  guilty,  as  I  guess  other  ordinary  humans  are,  but  cer- 
tainly the  weakest  point  in  our  whole  government  system,  from  the 
federal  down  to  our  little  school  and  road  districts  in  the  states,  is, 
first,  a  short-term  political  spoils  elective  system,  and,  secondly, 
poorly  paid  officials. 

I  remember  so  well  when  Dr.  x\dams  was  given  the  honor  to  be 
called  to  Washington  during  the  war  period  as  confidential  adviser 
of  everybody  from  the  president  to  all  sides,  he  said  to  me  at  one 
time  when  a  committee  of  our  association  was  there  doing  its  bit 
to  help,  that  the  worst  handicap  was  that  they  could  not  get  men, 
and  if  they  did  get  them  they  could  not  hold  them,  and  he  men- 
tioned one  young  man  out  of  college, with  just  two  or  three  years 
of  experience,  that  they  had  gotten  for  $300  a  month.  I  think  he 
said,  that  had  been  offered  a  better  position,  who  offered  to  stay  at 
least  through  the  war  period  if  they  would  raise  the  salary  to 
$7500  a  year,  but  of  course  the  Government  was  not  w^ise  enough 
to  do  that,  and  that  gentleman,  as  Mr.  Adams  said,  immediately 
accepted  a  private  position  at  some  twelve  or  fifteen  thousand  a 
year. 

Now,  w'hat  in  the  world  more  important  business  is  there  than 
government  business?  I  submit,  Mr.  Chairman,  what  more  under- 
paid business  is  there  than  government  business  ?  And  I  think  it 
behooves  you  taxpayers  and  representatives  first  to  correct  the 
political  spoils  system,  and  secondly,  to  get  more  talent  in  govern- 
ment service. 

Mr.  Leo  Russlander  (Pennsylvania)  :  I  believe  this  part  of  the 
program,  or  the  discussion  of  these  subjects  not  on  the  regular 
program,  could  be  all  gathered  together  under  one  title,  "The  Book 
of  Lamentations." 

I  agree  w-ith  the  benefits  that  are  to  be  derived  from  simplification 
of  the  tax  la.w,  but  it  seems,  if  we  study  the  situation,  more  benefit 
can  come  from  aiming  the  guns  of  the  National  Tax  Association 
upon  some  specific  simplification  of  administration.  IMore  can  be 
accomplished  in  that  way  than  by  rearranging  the  act. 

Let  us  take,  for  example,  special  assessment.  Since  the  revenue 
acts  have  been  enacted,  we  have  plain  simple  language  dealing  with 
the  so-called  special  assessment  or  relief  sections.  The  language 
has  been  repeated  in  subsequent  acts,  and  I  think  it  is  fair  to  say 
that  the  administration  of  special  assessment  today  is  as  bad  and  in 
as  chaotic  a  condition  as  it  was  when  they  first  started  to  interpret 
the  relief  provisions. 

Now,  the  officials  charged  with  the  administration  of  the  law 
14 
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admit  that.  They  will  go  just  as  far  as  any  of  us  will  in  con- 
demning the  congestion  and  failure  to  get  us  any  good  out  of  relief 
sections,  but  they  seem  to  be  throwing  up  their  hands,  because  of 
the  difficulties  that  are  involved;  and  you  have  got  1917  and  1918 
cases,  and  I  venture  to  say  more  of  them,  piled  up  behind  this 
simple  language,  this  relief  provision,  than  under  any  other  section 
of  the  act,  and  it  won't  be  cured  by  any  change  in  language. 

Take  such  a  simple  proposition  as  interest  on  refunds  and  over- 
assessments.  Mr.  Chairman,  I  venture  to  say  the  technical  and 
involved  language  with  respect  to  such  a  simple  proposition  as  to 
how  much  interest  is  to  be  paid  to  a  man  who  has  overpaid  his 
taxes  should  be  simplified.  You  cannot  find  any  one  that  can  tell 
you — and  many  are  working  on  it — just  what  a  taxpayer  is  entitled 
to,  or  subject  to,  in  the  way  of  interest  on  refunds  or  additional 
taxes. 

There  is  one  way  of  calculating  interest  on  refunds  and  another 
on  credits.  Now,  I  do  not  believe  any  association  has  too  many 
guns  or  too  many  bullets  that  are  et¥ective,  and  if,  in  addition  to 
simplification  of  the  act,  we  would  turn  our  guns  on  simplification 
of  administration,  not  on  something  new,  not  on  something  that 
just  arises,  but  on  the  old  sores — if  we  could  get  a  salve  that  would 
help  some  of  these  old  sores  that  have  nothing  to  do  with  language, 
we  really  would  be  helping  taxpayers  very  much,  and  in  a  way 
very  much  to  be  desired. 

I  don't  think  the  Chairman  has  rapped  yet.  but  this,  as  Lady 
Godiva  said  when  she  climbed  down  from  her  horse,  brings  me  to 
my  close,  and  that  is  appropriate,  as  she  rode  in  protest  of  certain 
tax  evils  of  her  day. 

Mr.  Martin  Saxe  (New  York)  :  i\lr.  Holcomb  wrote  me  last 
summer  about  this  subject  on  the  program,  and  asked  for  sugges- 
tions. I  took  it  at  that  time  that  the  subject  was  the  simplification 
of  any  income  tax,  not  referring  specially  to  the  federal  statute  or 
any  particular  state  income  tax  statute,  but  to  the  income  tax  as  a 
method  of  taxation ;  and  I  want  to  submit  for  your  consideration 
just  a  few  thoughts  on  that  phase  of  the  subject,  from  the  view- 
point of  the  average  taxpayer,  who  would  rather  see  a  little  in- 
equality and  much  certainty,  so  that  he  would  know  definitely  when 
he  paid  his  taxes,  even  if  he  had  to  pay  a  little  more  than  under  a 
strict  net  income  statute ;  that  the  ordeal  was  over  and  he  had  done 
his  full  duty,  2nd  there  would  be  no  come-back. 

Now,  in  line  with  that  thought  I  have  before  me  the  picture  of 
an  income  tax  return  which  would  have  printed  upon  it  the  rates, 
so  that  all  a  man  would  have  to  do  would  be  to  multiply  the  amount 
of  income  by  the  rates,  and  then  subtract,  as  you  will  see  as  I  ex- 
plain it,  such  items  as  could  be  deducted,  and  thus  arrive  at  the  tax 
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without  any  question,  and  there  could  be  no  dispute,  unless  it  was 
a  falsitied  return. 

As  long  as  net  income  is  determined  by  a  method  resulting  from 
mixing  accepted  accounting  practice  with  the  statutory  concept  of 
net  income,  I  frankly  despair  of  any  simplification  of  income  taxes 
which  will  afford  genuine  relief  to  the  baffled  taxpayer. 

This  first  trouble  is  at  the  base.  You  have  a  mixed  conception 
of  net  income  from  the  standpoint  of  the  accountant  and  from  the 
definition  of  the  statute,  and  that  makes  for  trouble  at  the  start. 

If  it  is  desired  to  develop,  for  the  purposes  of  the  average  indi- 
vidual, a  plain  simple  method  for  arriving  at  approximate  net  tax- 
able income  on  the  ability-to-pay  theory,  I  would  suggest,  for  the 
purposes  of  discussion,  the  following  plan : 

1.  In  the  cases  of  individuals,  classify  income  according  to  its 
nature  in  several  classes. 

2.  Determine  after  study  a  fair  flat  rate  for  each  of  the  several 
classes  and  apply  such  rates  to  the  gross  income  in  ihe  respective 
classes;  then  by  adding  the  total  of  the  products,  there  will  be 
ascertained  the  tax  upon  gross  income. 

3.  Apply  to  the  total  gross  income,  arrived  at  by  adding  the  gross 
income  in  the  several  classes,  a  fixed  percentage  to  cover  an  allow- 
ance for  all  proper  credits. 

4.  Provide  for  unquestionable  items  of  deduction  such  as  taxes 
and  for  a  fixed  percentage  of  total  gross  income  to  cover  losses 
with  special  provision  for  extraordinary  losses. 

5.  Apply  to  the  credits  and  deductions  respectively  flat-rate  per- 
centages comparable  with  the  classified  tax  rate  and  deduct  such 
total  from  the  total  tax  resulting  from  the  application  of  the  classi- 
fied rates  to  gross  income  and  thus  arrive  at  the  total  normal  tax. 

6.  For  the  application  of  surtaxes  at  progressive  rates  beginning 
at  a  certain  minimum,  deduct  from  the  total  gross  income  the 
allowance  for  credits  and  deductions  and  use  the  difference  for  the 
surtax  base. 

Now,  on  that  plan  the  whole  law  could  be  contained  on  the 
blank.  Every  man  would  simply  set  down  his  separate  income 
from  the  various  sources,  multiply  same  by  the  rates  fixed  by  the 
statute  for  the  respective  classes  of  income,  compute  the  allowable 
deductions  upon  a  percentage  basis,  apply  the  fixed  rates  to  the 
respective  deductions  and  subtract  the  total  thus  obtained  from  the 
total  tax  upon  the  gross  income.  The  calculation  for  surtaxes 
would  be  the  same  as  at  present.  The  whole  thing  to  be  done  on 
one  page ;  and  the  average  taxpayer  would  not  have  to  spend  twenty 
minutes  to  make  up  a  tax  return. 

Chairman  Holmes:  Senator  Saxe  has  given  us  a  very  concise 
and  interesting  suggestion  for  simplification. 
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The  discussion  has  been  lively  and  very  interesting.  It  has 
digressed  at  times  a  little  from  the  principal  subject  of  this  meet- 
ing. The  chair  now  wants  to  make  two  or  three  suggestions  for 
consideration  and  discussion.  Can  we  advocate,  for  the  sake  of 
simplicity  in  the  next  income  statute,  such  radical  propositions  as 
these :  The  abolition  of  the  necessity  for  valuing  property  for  the 
purpose  of  depletion,  depreciation  and  similar  purposes,  by  taking 
some  arbitrary  percentage  of  the  net  income  as  a  deduction  ? 

As  a  second  proposition,  why  shouldn't  the  family — husband,  wife 
and  minor  children — be  taxed  as  a  unit,  instead  of  as  separate  indi- 
viduals, thereby  doing  away  with  that  gross  lack  of  geographical 
uniformity  that  exists  today  between  the  states  which  have  com- 
munity property  laws  and  those  which  do  not,  doing  away  with 
gifts,  trusts  and  taking  wives  into  partnership,  and  the  splitting  of 
fortunes  and  funds  in  many  arbitrary  ways  ? 

And,  a  third  suggestion :  Why  should  not  stockholders  of  cor- 
porations be  subject  to  normal  as  well  as  surtax?  Why  should  not 
the  tax  on  corporations  be  limited  to  that  amount  of  income  which 
remains  after  dividends  paid  during  the  same  year  have  been  de- 
ducted? Why  cannot  the  rate  on  corporations  be  so  fixed  that  the 
surplus  which  is  retained  in  the  business  might  thereafter  be  re- 
garded as  a  tax-paid  surplus,  for  the  purpose  of  reorganization  and 
possibly  for  the  purpose  of  dissolution? 

Those  are  thoughts  I  should  like  to  have  this  meeting  consider 
and  comment  upon  in  the  remaining  time  at  our  disposal.  I  know 
that  Dr.  Adams  has  given  a  great  deal  of  thought  to  many  of  these 
and  similar  problems  that  might  tend  greatly  and  radically  to  sim- 
plify our  system,  and  I  should  like  it  very  much  if  he  would  again 
address  the  meeting. 

Thomas  S.  Adams:  Mr.  Chairman,  I  shall  not  attempt  to  make 
a  speech.  I  shall  merely  take  the  opportunity  to  record  certain 
convictions. 

This  problem  may  be  insoluble.  I  think  we  ought  to  face  that 
as  a  real  possibility.  With  that  statement,  however,  I  want  to  re- 
peat once  more  what  I  regard  as  the  most  promising  method  of 
attack  of  this  very  difficult  problem;  and  in  so  doing,  I  want  to 
call  attention  to  the  major  forces  as  I  see  them,  which  have  created 
the  situation. 

We  started  out  in  the  various  states  and  in  the  Federal  Govern- 
ment, with  a  reasonably  simple  income  tax.  It  grew  complicated. 
What  was  the  reason  for  that?  Was  it  just  bullheadedness  and 
lack  of  brains  on  the  part  of  the  legislative  bodies?  Not  at  all. 
The  reasons  were  high  rates  and  the  incessant  demands  of  the  tax- 
payer for  two  very  reasonable  things,  first,  that  cases  of  grave 
hardship  and  obvious  injustice  should  be  corrected;  and.  second, 
that  there  should  be  equal  and  like  treatment  of  like  situations. 
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If  you  enact  a  vague  income  tax,  not  mentioning  the  details,  two 
things  are  bound  to  happen.  In  the  first  place,  the  administrative 
authorities  do  not  know  the  proper  answers  to  the  multitude  of 
problems  of  detail  which  arise.  If  they  settle  these  problems  easily, 
quickly,  and  without  any  great  formality,  inequality  almost  inevi- 
tably creeps  in.  A  gets  a  decision  different  from  B ;  the  taxpayers 
are  outraged  and  ask  that  that  situtaion  be  treated  in  the  same  way 
under  all  circumstances.  As  a  result,  the  department  writes  a  solu- 
tion into  a  formal  regulation,  attempting  to  fix  definitely  these  in- 
finitely involved  questions  of  detail.  Or,  the  department  goes  to 
Congress,  convinces  it  of  the  grave  importance  of  that  particular 
question,  and  asks  Congress  to  decide  and  write  into  the  statute 
the  proper  solution.  And  so  the  statute  grows  apace,  and  it  soon 
becomes  so  involved  that  we  are  in  danger  of  being  absolutely 
swamped  by  the  sheer  complexity  of  it. 

Now,  all  of  this  complexity  is  not  due  to  any  particular  lack  of 
intelligence.  You  must  realize  that  when  the  Treasury  Department 
calls  upon  men  like  Mr.  Satterlee  and  Mr.  Hubbard  to  help  solve 
these  problems,  it  is  seeking  the  very  best  advice  that  the  country 
can  give.  Understanding,  then,  the  almost  insuperable  difticulty  of 
the  problem  which  has  been  created  by  forces  such  as  I  have  men- 
tioned, I  see  no  way  out  of  the  situation  at  the  present  time  except 
by  some  such  solution  as  the  one  I  shall  propose. 

Senator  Lodge  used  to  repeat  to  me,  over  and  over  again,  the  old 
aphorism  that  hard  cases  make  bad  laws.  Complexity  has  arisen 
largely  in  the  attempt  to  meet  exceptional  but  very  real  and  impor- 
tant cases.  I  believe  that  we  must  in  some  way  keep  all  these  de- 
tailed solutions  of  the  infinitely  complex  questions  which  have 
appeared.  To  do  this,  it  is  my  individual  opinion  that  it  would  not 
be  unwise,  but,  on  the  contrary,  would  probably  be  wise  for  Con- 
gress actually  to  adopt  them  as  statute  law,  so  that  they  could  not 
be  tinkered  with.  We  should  then  have  a  detailed  code  which  we 
would  use  only  for  the  exceptional  case,  where  a  taxpayer  is 
threatened  with  real  harm  by  the  simplified  method  which  I  shall 
now  propose  and  discuss. 

For  the  majority  of  cases,  I  propose  that  we  use  some  form  of 
simplified  gross  income  tax,  in  place  of  the  present  complicated  net 
income  tax.  It  could  be  made  to  resemble  a  net  income  tax  and  its 
use  should  be  optional  with  the  taxpayer,  allowing  him  to  use  the 
complicated,  detailed  treatment  provided  in  what  I  have  called  the 
"  code,"  if  he  so  desires. 

Our  complexities  come  for  the  most  part  from  the  application  of 
the  statutory  deductions,  exemptions,  and  similar  provisions.  Now, 
the  average  individual  and  small  business  man  who  pays  income 
tax,  probably  does  not  have  deductions  and  exemptions  from  gross 
income  that  exceed,  say,  20  per  cent  of  his  gross  income.     Why 
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shouldn't  we  permit  him,  if  he  so  desires,  to  take  in  lieu  of  all  other 
exemptions  and  deductions  20  per  cent  (or  some  other  percentage) 
of  his  gross  income  as  an  exemption,  and  simply  pay  taxes  on  that 
basis  ?  I  should  fix  that  arbitrary  deduction  so  that  in  the  normal 
case  it  would  be  to  the  advantage  of  the  taxpayer  to  select  the 
short  method.  And  I  believe  that  if  we  employed  what  I  call  the 
"optional  short-cut  income  tax,"  about  90  per  cent  of  our  individual 
taxpayers  would  find  it  to  their  advantage  to  select  it  rather  than 
the  greatly  involved  and  complex  code  which  would  lay  down  the 
detailed,  minute  methods  for  determining  taxable  income.  If  for 
any  reas6n  the  taxpayer  felt  that  the  detailed  method  would  be  more 
to  his  advantage  than  the  short-cut  method,  he  could  have  his  tax 
assessed  on  the  former  basis. 

If  such  a  method  were  adopted,  I  think  it  important  that  it  be 
done  at  a  time  when  Congress  is  anxious  to  make  a  reduction  in 
the  tax  burden ;  and  I  believe  that  if  this  method  were  introduced 
at  a  time  when  tax  reduction  is  possible,  it  could  probably  be  ap- 
plied to  the  business  concerns  and  corporations  of  the  country.  It 
would  require  a  good  deal  of  careful  study,  but  I  think  we  could 
get  it  through.  With  respect  to  the  debatable  deductions,  it  would 
be  essential  to  ascertain  proportions  of  gross  income  which  would, 
for  the  great  majority  of  taxpayers,  be  slightly  more  favorable  than 
the  actual  deductions  would  be,  because  we  should  give  some  in- 
ducement to  the  taxpayer  to  adopt  this  short-cut  method. 

I  understand  that  what  I  am  advocating  here  is  a  modified  form 
of  gross  income  tax.  But  it  may  be  of  some  significance  that  a 
student,  proponent,  and  defender  of  the  income  tax  such  as  myself, 
believing,  as  I  have  always  believed,  in  the  theoretical  and  other 
advantages  of  the  income  tax,  is  quite  convinced,  after  many  years 
of  close  experience  with  the  subject,  that  some  form  of  modified 
gross  income  tax  would  achieve  more  for  both  the  government  and 
the  people,  through  relative  simplicity  and  relative  certainty,  than 
it  would  sacrifice  by  departing  from  the  minutia  of  a  tax  assessed 
in  accordance  with  ability,  measured  by  some  exact  estimate  of  net 
income. 

I  also  want  to  add  that,  having  been  in  doubt  for  years,  it  is  my 
opinion  now  that  the  Government  would  stand  to  gain  much  more 
than  it  would  lose  by  the  abolition  of  the  tax  on  capital  gains — 
that  on  the  whole  we  would  be  better  off  if  we  followed  the  Eng- 
lish precedent  and  abandoned  the  recognition  of  capital  gains  and 
losses. 

Chairman  Holmes:  The  chair  would  like  to  make  some  com- 
ment on  Dr.  Adams'  speech  before  recognizing  Dr.  Gerstenberg. 

There  probably  are  no  accurate  figures  compiled  on  the  aggre- 
gate loss  in  revenue  sustained  by  the  Government  in  taxing  capital 
gains  and  allowing   capital  losses,   but   we   have   some   illustrative 
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figures.  In  a  group  of,  121  individuals  with  large  incomes,  the 
losses  deducted  exceeded  the  gains  reported  by  almost  $19,000,000 
in  1918  alone;  by  $26,000,000  in  1919;  by  $47,000,000  in  1920. 
These  were  the  years  in  which  the  1918  law  was  in  effect,  which 
taxed  capital  gains  at  surtax  rates,  and  allowed  capital  losses  to  be 
deducted  from  ordinary  current  annual  income.  The  tax  lost  by 
applying  surtax  rates  to  capital  gains  and  permitting  capital  losses 
was  about  $60,000,000  from  these  taxpayers  alone,  or  about  one- 
half  million  dollars  from  each  one. 

A  significant  fact  is  that  in  1916,  when  the  surtax  rate  was  low, 
the  same  taxpayers  sold  enough  capital  assets  at  a  profit  to  report 
about  $20,000,000  more  gains  than  losses,  and  again  in  1924  when 
the  new  rule  on  capital  gains  and  losses  was  first  fully  effective,  the 
gains  reported  exceeded  the  losses  by  over  $5,000,000.  So  the  wis- 
dom of  reasonable  rates  at  least  is  justified  and  the  wisdom  of  such 
a  proposition  as  Dr.  Adams  has  made  finds  support  in  these  very 
figures. 

C.  W.  Gerstenberg  (New  York)  :  When  it  comes  to  the  details 
of  administration,  I  must  confess  that  I  cannot  speak  with  author- 
ity, or  even  with  interest,  but  when  the  economics  of  the  question 
are  involved,  then  I  sit  up  and  take  notice. 

One  of  the  questions  that  was  propounded  by  the  chair  was  the 
question  of  whether  the  family  should  be  taxed  as  a  unit  or  the 
members  of  the  family  separately;  I  had  not  thought  of  that  ques- 
tion at  all  until  it  was  propounded  here,  but  immediately  my  mind 
fixed  upon  these  two  points. 

After  centuries  of  the  law  of  primogeniture  in  England  they 
have  just  abandoned  it;  it  would  seem  rather  unwise  if  we,  over 
here,  were  to  encourage  something  of  the  kind  that  has  just  been 
abandoned.  The  law  of  primogeniture  tended  to  concentrate  wealth 
in  the  oldest  member  of  the  family.  Taxing  the  family  tends  to 
discourage  gifts  to  various  members  of  the  family  unit  and  there- 
fore tends  to  concentrate  wealth  in  one  member  of  the  family.  I 
consider  the  proposal  to  tax  the  family  unit  economically  unsound. 
'■  Hard  cases  make  bad  law,"  when  they  run  against  the  govern- 
ment; they  are  apt  to  make  bad  economics  as  well.  If  the  family 
is  to  be  taxed  as  a  whole,  you  are  going  to  discourage  the  distribu- 
tion of  wealth ;  and  it  seems  to  me  anything  that  would  tend  to  that 
very  desirable  desideratum,  the  ultimate  wider  distribution  of  wealth, 
even  amongst  the  family,  should  be  encouraged. 

It  may  seem  ridiculous — it  is  a  thought  expressed  on  the  spur  of 
the  moment — but  it  occurs  to  me  that  the  proposal  would  also  tend 
to  disintegrate  the  family.  I  can  see  some  men,  who  are  on  the 
very  verge  of  deciding  that  they  ought  to  separate  from  the  rest 
of  the  family,  who  would  decide  that  "'Now,  this  is  the  last  straw; 
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there  not  being  even  a  tax  advantage  in  keeping  on  good  terms 
with  my  family,  I  will  go  to  Reno." 

Chairman  Holmes  :  The  chair  understands  that  the  taxation  of 
the  family  as  a  unit  is  followed  under  the  British  income  tax,  and 
the  British  do  not  understand  why  two  families  living  side  by  side, 
in  one  of  which  all  the  income  is  derived  through  the  husband's 
labor  or  wealth,  and  in  the  other  partly  through  the  husband's  labor 
or  wealth  and  partly  through  the  labor  or  wealth  of  the  wife,  should 
not  be  taxed  alike,  because  they  are  after  all  living  under  precisely 
the  same  circumstances. 

We  have  not  heard  this  morning  from  Major  Miller,  who  has  a 
good  deal  to  do  with  administering  the  law  in  the  hard  years  of 
the  war ;  who  was  one  of  that  large  group  of  men  who  devoted 
themselves  unselfishly,  unstintingly,  to  working  out  a  tax  system, 
under  press  of  circumstances  that  are  now  almost  inconceivable. 
I  have  no  doubt  he  has  something  valuable  to  say  to  this  audience. 

Mr.  Robert  N.  Miller  :  Mr.  Chairman  and  Gentlemen :  I  really 
came  here  to  listen,  and  I  have  gained  by  listening. 

Certain  things,  I  think,  have  impressed  everybody  during  this 
discussion,  and  it  may  be  important  just  to  try  to  summarize  some 
of  them. 

We  have  heard,  for  instance,  four  very  definite  suggestions  look- 
ing toward  simplification  within  the  last  few  minutes,  three  by  the 
chairman,  one  by  Dr.  Adams.  When  we  look  at  those  suggestions 
we  see  that  they  involve  giving  up  a  lot,  giving  up  theory  and 
giving  up  equality,  giving  up  a  lot  of  things;  and  they  raise  the 
problem  in  our  minds,  when  we  look  at  simplifying  the  law,  What 
plan  shall  we  pursue  ?  Are  we  going  to  take  the  law  as  it  exists 
now  generally,  pick  out  a  few  places  in  it  that  are  perfectly  awful 
and  that  imperatively  need  patching  up,  or  are  we  going  to  take  the 
problem  as  a  whole,  go  to  the  root  of  it  and  try  to  rewrite  the  law 
and  make  it^  as  a  whole,  better  and  more  simple? 

We  ought,  of  course,  to  do  the  first,  at  least.  Practically  any- 
body here  can  name  a  dozen  things  that  ought  to  be  changed,  chief 
among  them,  perhaps,  straightening  out  and  clearing  limitation  pro- 
visons — both  ways — interest ;  and  some  points  about  the  tax  board ; 
but  this  meeting  is  more  interested  in  the  more  general  attempt  to 
get  some  degree  of  simplicity  by  thorough-going  revision. 

Now,  public  opinion,  of  course,  is  the  thing  that  does  every- 
thing. Here  is  a  room  full  of  people  who  know  a  great  deal  about 
taxation.  No  matter  how  clearly  we  agree  on  a  point,  the  thing  is 
not  going  to  happen  until  public  opinion  is  behind  it.  Perhaps  the 
best  thing  we  can  do  is  to  clear  up  our  own  ideas,  look  things 
squarely  in  the  face,  and  then  see  to  it  that  the  general  public 
gradually  absorbs  the  same  ideas. 
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I  mention  that  now  because  this  is  what  impressed  me  in  hearing 
the  comments  here  today:  SimpHcity  is  going  to  cost  something; 
and  the  first  impulse  of  a  taxpayer,  when  he  finds  out  that  simplic- 
ity is  going  to  cost  him  something,  is  to  say,  ''  I  am  not  so  much 
interested  in  simplicity  after  all." 

Here  is  the  kind  of  thing  that  happens :  At  present  the  Treasury 
Department,  if  it  sees  a  dollar  running  off  somewhere  and  escaping, 
says,  "  Let  us  add  one-third  of  a  page  to  the  law  and  catch  that 
dollar."  That  is,  they  want — inconsistently — both  simplicity  and 
complication,  but  as  between  the  tw-o  they  want  most  the  things 
that  go  with  complication. 

Now,  the  Treasury  Department  is  probably  easier  to  change  on 
that  than  the  great  public.  The  Treasury  Department  is  well  in- 
formed and  is  not  hopeless  on  that  point  at  all,  but  we.  and  the 
great  public  of  which  we  are  a  part,  are  slower  to  learn.  We  all 
want  simplicity,  and  yet  when  some  simplification  is  proposed  that 
might  make  us  pay  a  larger  tax,  we  decide  we  are  more  interested 
in  the  old  complicated  law  than  we  thought ;  we  want  the  excep- 
tion— or  the  exemption,  or  what  not — left  in  the  law.  We  are 
more  of  a  problem  than  the  Treasury  Department,  and  until  public 
opinion  realizes  that  we  have  to  pay  for  simplicity,  we  cannot  get 
the  law  fundamentally  simplified. 

Now,  to  come  for  a  moment  to  such  suggestions  as  this  one  for 
the  abolition,  in  some  degree,  of  the  necessity  for  valuation,  by 
arbitrary  percentages  for  depletion,  etc.,  or  such  propositons  as  Dr. 
Adams  mentioned,  that  of  eliminating  the  tax  on  capital  gain  en- 
tirely, as  in  England.  We  immediately  run  into  this  question  of 
the  balance  between  simplicity,  on  one  hand  and  specific  provisions 
we  like,  on  the  other. 

Take  the  latter  suggestion  :  There  will  be  an  objection  with  refer- 
ence to  capital  transactions,  that  many  people  get  rich  on  capital 
transactions  without  any  current  income  at  all.  The  men  who 
acquire  wealth  from  current  income  realize  that  if  capital  trans- 
actions are  eliminated,  they  will  pay  nearly  all  the  tax,  while 
w'ealthier  people  will  escape,  and  they  will  think  that  is  perfectly 
awful.  For  simplicity  they  are  not  willing  to  pay  so  much.  They 
are  more  interested  in  seeing  the  other  fellow  pay  up,  than  in  get- 
ting rid  of  the  hardest  parts  of  the  law  and  the  hardest  parts  of 
administration. 

In  spite  of  that  tremendous  difficulty,  my  personal  conviction  is 
that  the  theoretical  way  out  lies  in  that  very  direction.  There  is  a 
grave  and  fundamental  difference  between  those  two  kinds  of  in- 
come.    The  practical  difficulty  is  serious,  as  all  recognize. 

As  to  the  first  suggestion  of  the  chairman,  we  all  know,  without 
being  told,  that  the  most  complicated  problems  in  the  administra- 
tion of  the  income  tax  law  appear  in  the  valuations.    From  an  ad- 
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ministrative  standpoint,  it  is  a  nearly  hopeless  problem  to  seek  to 
determine  what  a  willing  buyer  and  a  willing  seller  would  have 
agreed  on,  that  is,  to  get  "  fair  market  value."  There  isn't  any 
simple  administrative  way  of  determining  that. 

I  quite  agree  that  one  of  the  first  things  to  do  toward  simplifica- 
tion in  a  fundamental  way  is  to  lessen  the  number  of  points  in  ad- 
ministration at  which  valuation  has  to  be  determined.  Now,  we 
do  not  have  to  eliminate  all  of  them  at  once ;  we  can  make  gradual 
improvements. 

To  consider  the  public  attitude  toward  arbitrary  depletion  per- 
centages; imagine  one  man  thinking  of  it  from  his  own  angle,  and 
saying,  "'  I  will  lose  some  depletion  I  am  getting  under  present 
laws,  and  I  am  not  in  favor  of  it;  I  am  in  favor  of  the  old  difficult 
way,  as  long  as  the  so-called  simplification  decreases  my  deduc- 
tions." This  is  an  example  of  the  general  rule  that  we  have  to  be 
willing  to  give  up  some  things,  if  we  are  to  simplify.  But  tax- 
payers can  afford  to  make  this  sacrifice  now.  far  better  than  for- 
merly. As  the  chairman  said  at  the  outset,  we  are  dealing  with 
lower  rates,  and  the  severe  levies  that  started  us  up  and  made  us 
watch  so  keenly  for  this  and  that  little  thing  and  this  inequality 
and  that,  are  really  gone  now.  We  have  formed  the  habit  of  re- 
sistance but  we  have  to  get  over  it,  because  the  lowering  of  rates 
puts  the  tax  at  a  point  where  we  can  best  afford  to  put  the  em- 
phasis on  simplicity  rather  than  on  the  side  of  meticulous  theory. 
That  is  all  there  is  time  to  say  now. 

Mr.  Smith  (Michigan)  :  I  was  told  something  the  other  day  that 
I  think  brings  out  an  interesting  point  in  connection  with  the  fair- 
ness of  Dr.  Adams'  suggestion. 

Mr.  McCoy,  the  Government  actuary,  stated  that  he  estimated 
under  the  1926  revenue  act  there  would  only  be  2,000,000  taxable 
personal  returns  filed;  in  other  words,  2,000,000  out  of  115,000,00 
population,  are  the  only  ones  who  are  going  to  pay  any  tax  at  all 
on  personal  income. 

Under  the  returns  filed  in  1923  the  commissioner  states  that  a 
flat  rate  of  only  2.67  per  cent  would  have  returned  the  same  amount 
as  was  returned  by  the  graduated  surtaxes.  I  think  that  is  an  in- 
teresting point  in  considering  the  possibility  of  the  wiping  out  of 
the  surtax  entirely. 

I  want  to  add  just  one  thought  to  this  book  of  lamentations  which 
has  been  discussed,  and  that  is  regarding  the  Treasury's  attitude  in 
recognizing  or  not  recognizing  certain  court  decisions.  I  think 
most  of  us  have  had  experience  with  the  fact  that  when  we  go 
down  to  the  department  and  argue  a  case,  they  will  point  to  some 
district  court  decision  which  never  was  appealed,  and  which  they 
hold  to  be  their  position,  and  they  recognize  it  as  controlling  their 
action  entirely,  whereas,  in  many  other  cases  I  have  in  mind,  where 
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three  circuit  courts  of  appeal  held  adversely  to  the  Treasury,  in 
none  of  those  instances  has  the  Treasury  appealed  the  case,  and  in 
every  one  of  them  they  have  refused  to  recognize  them  as  con- 
trolling their  action. 

The  thought  I  wanted  to  leave  was  in  case  the  Treasury  does  not 
appeal  a  case  in  the  court,  something  should  be  put  in  the  law 
compelling  them  to  recognize  the  decision  of  the  court  all  over  the 
country. 

Mr.  Fernald:  I  want  briefly  to  mention  a  point  that  seems  to 
me — as  one  who  has  sat  in  the  position  of  the  tax  collector  as  well 
as  of  the  taxpayer — to  be  a  radical  defect  in  our  present  income  tax 
system.  We  have  failed  to  recognize  the  difference  between  the 
problem  with  which  we  are  trying  to  deal  in  collecting  income 
taxes  and  the  problem  with  which  we  had  to  deal  in  collecting  our 
old  internal  revenue  taxes  on  specific  commodities  or  transactions. 
These  old  taxes  involved  the  determination  of  certain  definite  facts, 
such  as  the  number  of  cigars,  quantity  of  liquor,  etc.  These  were 
facts  which  could  be  determined.  We  merely  had  to  have  men  of 
honesty,  with  reasonable  training  and  ability,  to  report  correctly  on 
these  facts  and  to  detect  dishonesty. 

When  we  swung  over  to  try  to  determine  the  imponderable  some- 
thing that  no  one  can  exactly  determine— viz.,  income — we  tried  to 
follow  the  same  general  system.  Our  distinguished  chairman  has 
just  referred  to  his  difficulty  in  answering  a  question.  Air.  Satterlee 
says  he  does  not  dare  answer  these  questions  offhand.  Yet  we  put 
up  to  revenue  agents  of  limited  experience  and  training  the  duty  of 
making  rapid  examinations  and  giving  hurried  decisions  on  these 
questions  at  which  we  stand  appalled. 

It  seems  a  radical  defect  in  our  income  tax  administration  that 
we  have  taken  a  system  built  up  for  the  determination  of  facts  and 
tried  to  apply  it  to  questions  of  theory  and  legal  interpretation. 
Revenue  agents  should  be  qualified  to  determine  facts  and  no 
agent's  report  which  does  not  correctly  state  the  facts  should  be 
considered  worthy  of  credence.  Yet  we  know  our  income  tax  ex- 
aminers are  more  concerned  with  theories  and  interpretations  than 
they  are  with  determinations  of  fact.  There  should  be  little  reason 
for  dispute  as  to  fact  but  there  is  limitless  ground  for  dispute  as  to 
theory  and  interpretation.  For  revenue  agents  and  auditors  prop- 
erly to  pass  upon  all  the  questions  which  under  our  present  system 
they  attempt  to  pass  upon  and  are  supposed  to  pass  upon,  would 
require  a  wisdom  and  ability  far  beyond  anything  we  could  hope 
was  possessed  by  any  but  a  few  exceptional  men  in  the  service. 
Yet  the  decisions  of  these  men,  whom  neither  law  nor  regulations 
consider  as  competent  to  make  such  decisions,  are  fixed  against  the 
taxpaver  by  the  signature  of  an  official  who  admittedly  knows  noth- 
ing about  the  cases  himself  and  the  merit  of  the  determinations  he 
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thus  adopts  as  his  own.  The  situation  is  not  remedied  by  the  pro- 
vision for  hearings,  because  the  real  decisions  are  given,  not  by 
those  before  whom  the  taxpayer  appears  but  by  unknown  reviewers 
who  decide  the  cases,  without  ever  having  heard  them.  Such  a 
system  of  administration  I  think  we  must  recognize  is  radically 
defective  and  needs  to  be  corrected. 

Just  briefly,  let  me  suggest  that  if  we  should  abandon  the  dis- 
tinction the  department  has  been  making  between  commercial  net 
income  and  statutory  net  income,  we  could  then  have  revenue 
agents  reporting  on  whether  the  tax  return  was  in  accord  with  the 
accounts  and  whether  the  accounts  reported  commercial  net  in- 
come in  accordance  with  recognized  accounting  principles  and  in 
a  regular  manner  from  year  to  year,  without  asking  them  to  pass 
on  the  many  fine  points  raised  by  the  questions  of  statutory  net 
income.  This  would  do  much  to  simplify  the  work  of  the  revenue 
agents  and  bring  their  reports  more  closely  to  a  standard  of  deter- 
mination of  facts  rather  than  decisions  of  legal  points.  Further- 
more, I  think  we  should  provide  that  the  determination  of  any  dis- 
puted point  should  be  made  by  someone  who  has  heard  the  question 
at  issue  and  whose  decision  can  be  recognized,  and  not  by  someone 
who  hides  behind  a  theoretical  determination  by  the  commissioner, 
when  we  know  that  if  there  is  anything  the  Commissioner  of  In- 
ternal Revenue  does  not  do,  it  is  to  determine  how  much  tax  any 
particular  taxpayer  really  ought  to  pay.  He  merely  signs  his  name 
to  a  series  of  determinations  with  little,  if  any,  knowledge  on  his 
part  as  to  who  really  made  the  decisions  and  whether  or  not  the 
decisions  are  really  correct. 

I  believe  that  we  need  to  consider  carefully  the  question  of  how 
we  can  reorganize  from  the  bottom  up,  our  methods  of  income  tax 
administration,  on  lines  applicable  to  its  problems  and  not  biased 
by  a  system  established  years  ago  to  deal  with  an  entirely  different 
proposition.  There  is  much  more  which  could  be  said  on  this  sub- 
ject but  time  is  too  short  to  elaborate  the  requirements  of  a  better 
system  and  how  it  might  be  worked  out,  but  I  do  wish  to  state  my 
very  firm  conviction  that  a  real  revision  of  the  administrative  sys- 
tem is  one  of  the  things  which  must  be  done  to  simplify  our  income 
taxation. 

President  Vaughan  :  I  want  to  announce  that  it  is  quite  im- 
portant that  the  resolutions  committee  be  completed,  and  a  number 
of  states  have  not  turned  in  the  names  of  the  resolutions  committee. 
Attend  to  that,  and  hand  the  names  in  to  the  secretary,  Mr.  Tobie, 
as  early  as  possible.    All  who  have  not  registered  be  sure  to  register. 

Mr.  Hough  (Indiana)  :  Has  any  time  been  fixed  yet  for  the 
resolutions  committee  to  meet? 
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President  Vaughan:  No;  for  the  very  reason  that  the  com- 
mittee has  not  been  completed. 

Chairman  Holmes  :  Before  the  meeting  closes,  the  chair  would 
like  to  hear  from  two  or  three  other  men  who  have  not  yet  spoken 
on  this  subject;  Mr.  Henry  H.  Bond  of  Boston,  Arnold  Baar  of 
Chicago.  Mr.  Whitney  of  New  York,  and  Professor  Fairchild. 
If  any  of  these  gentlemen  are  present,  we  would  like  very  much  to 
hear  from  them  on  this  subject. 

Mr.  Arnold  R.  Baar  (Chicago)  :  There  has  not  been  mentioned 
one  phase  of  this  subject  that  it  seems  to  me  is  one  that  this  organ- 
ization might  well  be  concerned  with,  and  that  is  the  relationship 
of  this  law  to  the  average  ordinary  taxpayer. 

Corporations,  on  the  complicated  questions,  manage  to  get  help 
both  in  administration  and  legislation,  but  the  poor  individual  who 
does  not  know  anything  about  the  law  until  it  comes  to  the  making 
of  his  return,  has  to  rely  on  organizations  like  ours  for  his  protec- 
tion. He  certainly  has  received  a  great  deal  of  it  through  the 
various  bodies  that  have  assisted  in  legislation.  People  thought 
they  were  doing  a  great  deal  for  that  man  when  a  few  years  ago 
they  instituted  the  earned  income  credit. 

It  seems  to  me  it  is  fully  demonstrated  by  this  time  that  they 
were  mistaken.  It  saves  a  certain  amount  of  tax  on  small  returns, 
where  it  practically  amounts  to  about  a  25  per  cent  reduction.  The 
minimum  earned  income  of  S5,000  takes  care  of  them.  As  soon  as 
you  make  it  a  real  earned  income  credit,  it  results  in  so  much 
complication  that  the  tax  reduction  becomes  almost  immaterial.  It 
hardly  ever  saves  more  than  $100,  and  frequently  it  takes  an  enor- 
mous amount  of  work.  Right  now  the  Treasury  Department  has 
issued  a  mimeograph  with  half  a  dozen  illustrations  of  the  compli- 
cated things,  and  I  have  been  told  there  is  some  mistake  in  most 
of  those  computations. 

When  the  earned  income  provisions  first  went  into  effect  in  the 
1924  Act,  our  office  had  hundreds  of  inquiries,  almost  all  involving 
approximately  a  difference  between  a  thirty  and  a  forty  dollar  sav- 
ing. Some  men  could  not  decide  whether  to  put  on  the  first  line 
$7500  or  $9500,  or  whether  to  include  this  deduction  or  that  deduc- 
tion or  exemption,  or  what  to  do  with  dividends,  and  so  on.  With 
the  enormous  number  of  questions  that  arise,  this  credit  would  seem 
to  serve  no  purpose  except  complication.  The  same  result  would 
be  obtained  by  making  a  proper  adjustment  of  rates,  a  flat  percent- 
age reduction  in  the  rate,  because  that  is  what  it  really  amounts  to. 
It  seems  that  simplification  would  be  served  by  abandoning  that 
attempt  to  dift'erentiate  income. 

Suggestions  have  been  made  to  treat  the  family  as  a  unit.  Think 
of  the  lobbving;  think  of  the  travail  in  the  office  of  the  attorney 


222  NATIONAL  TAX  ASSOCIATION 

general ;  think  of  the  manipulation  of  property,  which  might  have 
been  saved  if  we  had  had  the  sense  to  treat  the  family  as  a  unit 
for  rates  as  well  as  exemptions.  I  don't  believe  there  is  any  con- 
stitutional difficulty  in  treating  the  husband  and  wife  as  a  unit  for 
rates  as  well  as  exemptions,  and  it  would  certainly  make  for  great 
simplification. 

Another  thing  that  complicates  things  for  the  normal  man  is  the 
deduction  for  business  expenses.  Take  a  man  with  a  commission 
as  salesman.  He  has  his  club,  which  he  uses  largely  for  business; 
he  has  his  automobile;  he  bothers  the  tax  expert  with  questions; 
he  w'orries  himself;  he  is  checked  up;  he  has  to  go  to  the  federal 
building  and  try  to  tell  some  fellow  w'hether  he  uses  his  automobile 
one-third  or  one-quarter  of  the  time  in  business,  all  for  a  small 
amount  of  money.  If  the  tax  rates  go  down,  it  seems  that  those 
deductions  should  largely  be  eliminated;  that  either  a  fiat  percent- 
age deduction  should  be  allowed  in  certain  kinds  of  business,  or 
that  there  should  be  a  limitation  to  the  more  definite  and  easily 
established  deductions. 

One  deduction  which  works  out  with  very  little  benefit  to  offset 
a  real  inequality  and  a  substantial  complication  is  the  deduction  for 
interest  and  taxes  not  paid  in  business.  That  was  attacked  in  Con- 
gress several  years  ago.  There  is  no  good  reason  why  a  man  who 
owns  his  home  should  be  allowed  to  deduct  the  interest  and  taxes 
which  he  pays  in  lieu  of  rent,  while  the  rent  payer  gets  no  deduc- 
tion. Senator  Fall  made  a  very  vigorous  effort  to  remove  the  in- 
equality here,  but  his  proposal  was  not  received  sympathetically. 
Ii  seems  to  me  something  might  be  done  to  correct  this,  by  elimi- 
nating these  deductions  for  personal  expenses  in  the  form  of  in- 
terest and  taxes. 

Another  thing  which  was  presented  to  Congress  several  years 
ago  is  of  great  importance  to  business  organizations  which  now 
meet  that  troublesome  question  of  classification.  A  partnership 
with  a  large  income  which  is  retained  in  the  business  cannot  afford 
not  to  incorporate,  because  the  members  have  to  pay  high  sur- 
taxes ;  not  as  high  as  they  used  to  pay,  but  more  than  they  would 
pay  in  a  corporation.  They  have  to  incorporate.  Another  cor- 
poration has  to  dissolve.  The  owners  like  the  corporate  form ;  they 
like  the  convenience  of  the  entity  theory,  but  they  cannot  lose  8^ 
per  cent  on  their  profits,  which  they  do  lose  if  they  pay  both  the 
corporate  tax  and  sur-tax. 

Senator  Jones  of  New  Mexico  introduced  bills  to  provide  in  the 
1918  and  1921  acts  that  every  business  organization  should  be  per- 
mitted to  elect  how  it  should  be  taxed.  I  do  not  know  why  this 
could  not  be  done.  Let  any  corporation  serve  notice,  "  We  elect 
to  be  taxed  as  a  partnership,"  and  let  that  be  a  binding  election,  to 
continue  until  there  is  permission  to  change ;  or  let  a  partnership 
serve  notice  that  its  members  elect  to  be  taxed  as  a  corporation. 
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There  is  no  accounting  difficulty;  the  accounts  can  be  easily 
analyzed,  the  organization  can  readily  be  treated  in  the  way  it  has 
elected.  That  would  eliminate  interference  with  what  should  be  a 
natural  economic  process;  eliminate  the  force  element  which  now 
enters  into  this  problem  of  organization. 

There  is  going  to  be  a  lot  of  expensive  litigation,  and  a  great 
deal  of  the  time  of  the  government  will  be  spent  trying  to  work 
out  rules  to  classify  many  business  trusts.  Are  they  associations? 
Are  they  fiduciary  relationships,  partnerships,  and  so  on  ?  All  this 
would  be  eliminated  if  this  simple  provision  for  election  could  be 
allowed,  and  the  natural  result  would  be  nothing  more  than  what 
these  organizations  might  accomplish  if  they  were  sufficiently  ad- 
vised and  went  to  sufficient  expense,  unproductive  expense,  in 
changing  their  form  into  one  they  would  elect,  if  fully  advised. 

Chairman  Holmes:  The  hour  of  one  o'clock  has  arrived.  The 
chair  will  close  this  meeting  with  one  final  protest :  The  National 
Tax  Association  should  have  allowed  a  full  day  on  its  program  for 
the  discussion  of  this  subject  and  not  a  half  a  day. 

The  chair  thanks  all  the  members  of  this  meeting  for  their  atten- 
tion, and  particularly  those  who  by  speaking  contributed  to  this 
lively  discussion  lasting  for  a  period  of  over  two  hours.  The  state- 
ments they  have  made  today  and  the  thoughts  that  have  been  ex- 
pressed will  be  embodied  in  the  record  of  this  association,  and,  it 
is  hoped,  will  receive  the  thoughtful  observation  and  careful  atten- 
tion to  which  they  are  entitled.  Let  us  also  hope  that  before  the 
next  annual  meeting  of  the  National  Tax  Association  some  progress 
will  have  been  accomplished  towards  at  least  partial,  if  not  com- 
plete, simplification  of  the  income  tax. 

The  meeting  stands  adjourned. 

(Adjournment) 


SIXTH  SESSION 

Wednesday  Afternoon,  November  17,  1926 

Chairman  Vaughan  :  This  sixth  session  of  our  proceedings  is 
to  be  devoted  to  public  expenditures,  except  the  first  number  which 
is  a  discussion  of  state  excise  taxes,  and  that  is  by  Professor  E.  T. 
Miller  of  the  University  of  Texas.     Professor  Miller. 

E.  T.  Miller  (Texas):  Mr.  President,  Ladies  and  Gentlemen: 
As  late  of  1891  Justice  Miller  of  the  United  States  Supreme  Court 
thought  of  an  excise  tax  in  its  original  meaning,  namely,  as  an 
inland  tax  on  consumption,  but  now,  as  a  result  of  legislative  use 
and  judicial  interpretation,  the  term  "  excise  "  has  come  to  mean, 
it  is  said,  almost  every  tax  except  property  and  poll  taxes  and  cus- 
toms duties. 

It  would  be  an  interminable  task  to  discuss,  therefore,  every  tax 
which  is  at  present  or  may  be  construed  to  come  under  the  term 
"  excise."  It  has  become  necessary,  therefore,  to  classify  excises, 
and  my  paper  is  to  be  restricted  to  the  excises  of  the  original  char- 
acter, namely,  the  consumption  excises.  I  shall  regret  it  if  any  one 
is  present  who  came  having  in  mind  that  I  might  discuss  some  of 
the  other  excises. 

For  publication  purposes  I  have  prepared  a  paper  probably  forty 
minutes  long,  but  for  presentation  to  this  conference  I  shall  con- 
dense this  paper  to  the  time  which  a  speaker  is  supposed  to  confine 
himself  to,  though  the  presentation  will  probably  lack  the  symmetry 
which  the  paper  would  have. 

STATE  EXCISE  TAXES 

E.   T.    MILLER 
Professor  of  Economics,  University  of  Texas 

The  current  broad  meaning  of  the  term  "  excise  "  is  far  from 
the  original  and  historical  usage.  Although  there  were  taxes  in 
England  before  1643  which  were  in  fact  excises,  the  term  "excise" 
was  first  found  in  the  legislation  of  the  Revolution  Parliament,  in 
1643,  and  applied  to  the  taxes  then  levied  on  ale.  beer,  cider  "and 
perry.  Thereafter  for  centuries  in  England  an  excise  meant  a  tax 
on  articles  produced  or  consumed  within  the  country.  This  use 
was  transplanted  to  America   in   colonial   davs   and   remained  the 
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signification  until  recently.  Thomas  Jefferson,  for  example,  said 
the  "  Excise  is  a  duty  .  .  .  paid  in  the  hands  of  the  consumer  or 
retailer."  As  late  as  1891  Justice  Miller  of  the  U.  S.  Supreme 
Court  thought  of  the  excise  in  the  same  way;  namely,  as  an  inland 
tax  on  consumption.  And  this  is  the  meaning  generally  adhered 
to  by  writers  of  text  books  on  public  finance,  but  it  must  now  be 
regarded  as  a  narrow  use  of  the  term.  Justice  Field  in  ]\Iaine  vs. 
Grand  Trunk  Railway  Co.,  142  U.  S.,  217  (1892),  said:  The  desig- 
nation [excise]  does  not  always  indicate  merely  an  inland  imposi- 
tion or  duty  on  consumption  of  commodities,  but  often  denotes  an 
impost  for  a  license  to  pursue  certain  callings,  or  to  deal  in  special 
commodities,  or  to  exercise  particular  franchises.  It  is  used  more 
frequently,  in  this  country,  in  the  latter  sense  than  in  any  other." 

The  broad  usage  employed  by  the  eminent  justice  is  the  product 
of  constitutional  limitations  on  direct  taxes  and  of  ingenuity  in 
circumventing  the  commerce  clause  of  the  United  States  Constitu- 
tion. It  results  in  a  political,  rather  than  a  scientific  definition  and 
classification  of  taxes.  It  destroys  the  nicety  of  distinction  and 
precision  in  use  in  which  the  scientific  student  of  taxation  delights. 
Under  this  broad  construction  the  federal  estate  tax,  the  federal 
corporation  income  tax  of  1909,  the  federal  capital  stock  tax,  state 
franchise  or  privilege  taxes  measured  by  capital  stock  or  by  gross 
receipts,  or  by  gross  premiums,  ordinary  Hcense  taxes  of  fixed 
amounts;  in  fact,  every  tax  except  the  property  tax,  the  poll  tax 
and  custom  duties  may  be  called  excises.  No  economist  of  the  old 
school  would  consider  any  one  of  these  an  excise.  Not  only  does 
this  politically  dictated  method  of  classification  do  away  with  the 
old  careful  distinction  between  excises  and  other  taxes,  but  it 
breaks  down  the  traditional  differentiation  between  direct  and  in- 
direct taxation,  for  under  neither  the  classification  basis  of  inci- 
dence nor  the  German  basis  of  administrative  procedure  are  a 
number  of  the  above  enumerated  excises  indirect  taxes. 

Although  the  economist  may  deplore  the  results  in  the  field  of 
definition  which  expediency  has  made  necessary,  it  would  be  pedantic 
of  him  to  ignore  the  new  interpretation  of  excise  and  adhere 
doggedly  to  its  older  meaning.  What  he  must  do,  therefore,  is  to 
set  up  a  classification  of  excises,  and  designate  as  "  consumption 
excises"  those  taxes  which  are  of  the  character  of  the  older  excises. 

This  paper  will  be  limited  in  treatment  to  state  consumption  ex- 
cises, for  it  would  be  an  interminable  task  to  consider  all  state 
taxes  which  come  under  the  existing  broad  construction  of  the 
term  excise. 

Consumption  excises  are  to  be  construed  as  those  taxes  levied  on 
the  producer,  manufacturer,  wholesaler,   retailer  or  other  middle- 
man which  it  is  the  intention  of  the  enacting  body  shall  be,  and 
which  in   fact  are,  passed  on  to  the  final  consumer  of  the  article 
15 


226  NATIONAL  TAX  ASSOCIATION 

taxed;  also  any  tax,  such  as  the  federal  tax  on  admissions  and 
some  of  the  "  luxury  taxes  "  of  the  Revenue  Act  of  1918,  which  is 
not  levied  until  sale  is  made  and  which  the  consumer  pays  the 
vendor.  Consumption  excises  are  indirect  taxes.  A  tax  which 
remains  on  the  producer  is  obviously  not  a  consumption  tax,  and 
property  taxes  on  such  articles  as  watches,  household  furniture  and 
similar  goods  in  the  hands  of  consumers  are  not  excises  but  are 
direct  property  taxes.  j\lost  states  have  business,  occupational,  pro- 
fessional and  miscellaneous  license  or  privilege  taxes,  but  they  are 
as  a  rule  fixed  sums.  It  is  impossible  to  tell  how  much,  if  any,  of 
such  taxes  is  passed  on  to  consumers.  They  are,  however,  not 
classed  as  consumption  excises.  North  Carolina  has  a  tax  on 
cigarette  production  which  is  graduated  and  runs  up  to  such  a 
large  amount  ($7,500)  that  upon  first  thought  one  would  take  it  to 
be  a  consumption  excise.  Thus,  a  production  of  250,000,000  cigar- 
ettes calls  for  a  license  tax  of  $250,  which  amounts  to  one-tenth 
of  a  mill  per  cigarette  or  to  two  mills  a  package  of  twenty  cigar- 
ettes. It  is  difficult  to  see  how  such  an  infinitesimal  tax  per  unit 
as  is  this,  can  be  shifted,  unless,  of  course,  a  good  deal  more  than 
the  tax  is  added  to  the  price.  I  believe  that  under  conditions  of 
either  competition  or  monopoly  in  the  industry  economic  theory 
would  hold  that  the  tax  is  not  shifted. 

State  consumption  excises  are  of  recent  development  in  the 
United  States.  Although  some  were  employed  by  the  states  during 
the  period  of  the  Confederation,  they  were  generally  abandoned 
soon  after  the  establishment  of  the  present  Federal  Government. 
The  English  excises  with  which  the  colonists  were  familiar  were 
odious  taxes.  One  only  needs  to  recall  Dr.  Johnson's  celebrated 
definition  in  1755  of  an  excise  as  '"  a  hateful  tax  levied  upon 
commodities  and  adjudged  not  by  common  judges  of  property  but 
by  wretches  hired  by  those  to  whom  excise  is  paid."  Marvell,  in 
1667,  wrote  of  the  excise:  "With  hundred  rows  of  teeth,  the 
shark  exceeds,  and  on  all  trades  like  Cassawar  she  feeds."  The 
English  excises  were  hated  because  so  many  and  so  essential  arti- 
cles were  taxed  and  because  for  a  long  period  the  collection  was 
farmed  out  and  the  collectors  were  oppressive.  The  extensiveness 
of  the  older  English  system  is  indicated  by  this  partial  list  of  arti- 
cles taxed :  ale,  beer,  brandy,  bricks,  candles,  coffee,  chocolate, 
glass,  gold  and  silver  wire,  hops,  leather,  paper,  parchment,  printed 
cotton,  linen  and  silk  goods,  salt,  starch,  and  sugar. 

Unpleasant  memories  of  those  taxes  haunted  the  American  colo- 
nists and  they  would  have  none  of  them.  Only  financial  necessity 
forced  such  states  as  Pennsylvania,  Massachusetts  and  Connecticut 
to  adopt  early  the  excise  on  spirits.  It  is  eloquent  of  the  popular 
inherited  antipathy  to  such  taxes  that  the  Federal  Government 
levied  no  consumption  excises  between  1802  and  1813  and  between 
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1817  and  1862.  Morse,  in  his  Life  of  Thomas  Jefferson,  states  a 
further  reason  for  federal  abstinence,  which  is  that  Jefferson  thought 
all  forms  of  internal  taxation  should  be  left  to  the  states. 

The  tradition  in  the  United  States  since  the  Civil  War  has  been 
that  consumption  excises  were  practically  reserved  to  the  Federal 
Government.  As  late  as  1921,  the  Bulletin  of  the  National  Tax 
Association  contained  an  address  by  an  able  economist  in  which  it 
was  stated,  in  reference  to  the  future  of  state  and  local  taxation, 
that  "  taxation  of  consumption  has  in  America  generally  been  left 
to  the  Federal  Government,  where  there  is  reason  to  believe  it  will 
remain.  It  need  not  be  further  considered  in  a  discussion  of  state 
and  local  taxation." 

Proof  of  the  changing  character  of  taxation  practice  is  that  since 
this  quoted  statement  was  made  the  supposedly  pre-empted  field  of 
the  Federal  Government  has  been  entered  by  forty-four  states  in 
the  case  of  the  gasoline  tax  and  by  no  less  than  eleven  states  in 
the  case  of  excises  on  other  things.  The  latest  and  most  interesting 
innovation  in  the  field  of  state  taxation  is  this  introduction  and 
spread  of  the  consumption  excise.  Examples  of  the  state  excises 
of  this  character  are  the  taxes  on  gasoline,  cigarettes,  cigars  and 
other  tobacco  products,  candy,  soft  drinks,  admission  to  places  of 
amusement,  and  sportsmen's  ammunition. 

There  are  several  explanations  for  the  state  adoption  of  the  con- 
sumption excise.  In  the  case  of  the  gasoline  tax,  which  is  the 
first,  most  used,  and  most  important  of  these  excises,  the  well- 
known  origin  was  in  the  need  of  financing  highway  construction 
and  maintenance.  The  cigarette  tax  which  is  the  next  most  em- 
ployed consumption  excise  replaced  in  certain  states  —  Utah  and 
North  Dakota — prohibition  of  the  sale  of  cigarettes.  Regulation 
through  the  license  system  and  by  taxation  were  regarded  as  prom- 
ising better  results  than  the  former  prohibitory  legislation.  The 
need  of  more  revenue,  either  for  general  or  special  purposes, 
especially  educational  purposes;  the  desire  either  to  ease  or  not  to 
increase  the  tax  burden  on  real  property;  and  imitation  of  the 
federal  excises  and  of  the  example  of  other  states,  have  all  con- 
tributed to  the  advocacy  and  adoption  of  consumption  excises. 

What  are  the  arguments  for  and  against  such  taxes?  In  favor 
of  them  it  may  be  said,  first,  that  they  are  productive  of  revenue; 
second,  they  are  elastic;  third,  they  can  be  administered  with  a  fair 
degree  of  ease  and  inexpensiveness;  fourth,  in  the  case  of  the 
gasoline  tax,  it  is  a  payment  for  the  benefit  of  good  roads;  fifth, 
they  are  more  or  less  regulatory  of  consumption,  but  there  is  a 
large  voluntary  element  in  their  payment,  since  all  that  a  person 
has  to  do  to  escape  payment  is  to  abstain  from  the  consumption  of 
the  articles  taxed;  sixth,  they  reach  individuals  who  pay  little  or 
no  property  or  other  direct  taxes ;  seventh,  they  are,  or  may  come 
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to  be,  paid  unconsciously  by  the  taxpayer.  The  first  three  and  the 
seventh  of  the  reasons  given  are  mainly  of  a  financial  and  admin- 
istrative character;  the  others  relate  mainly  to  the  justice  of  such 
taxes. 

Consumption  excises  are  productive,  if  they  are  placed  on  goods 
of  widespread  consumption.  In  practice,  and  as  proposed,  they  are 
confined  to  a  few  articles  which  are  either  non-essential  or  which 
lend  themselves  to  non-essential  uses,  and  which  are  widely  con- 
sumed. This  selection  of  articles  accounts  for  the  productiveness, 
the  elasticity,  and  the  regulatory  character  of  the  taxes.  As  long 
as  we  are  dependent  on  the  gas  engine,  gasoline  must  be  considered 
an  essential  commodit}^ ;  nevertheless  much  of  it  is  consumed  for 
enjoyment.  Taxes  should  not  prohibit  or  even  restrict  harmless 
pleasures,  and  the  fact  that  there  are  reckless  "  joy-riders "  and 
'■  tobacco  fiends  ''  should  not  lead  to  a  penalizing  by  high  rates  of 
the  more  numerous  class  of  conservative  consumers  of  gasoline 
and  tobacco.  Tobacco,  candy,  soft  drinks,  moving  pictures  and 
other  amusements,  and  sportsmen's  ammunition  are  regarded  by 
many  people  as  luxuries,  but  a  better  descriptive  term  is  "  enjoy- 
ments." The  Iowa  Joint  Legislative  Commission  of  Taxation,  in 
its  report  in  1923,  said  of  their  proposed  tax  on  amusements  that 
the  theory  of  the  tax  "  is  the  ancient  and  generally  accepted  doc- 
trine that  luxuries,  like  \nces,  have  strong  backs  and  can  bear 
heavy  fiscal  burdens."  Thomas  M.  Cooley  in  his  Laze  of  Taxation 
expressed  the  opinion  that  a  tax  on  amusements  "  is  in  the  nature 
of  a  tax  on  luxuries  and  therefore  as  unobjectionable  as  a  tax  can 
well  be."  Governor  Whitfield  of  Mississippi  in  his  message  to  the 
legislature,  January  5,  1926,  proposed  a  tobacco  tax  and  charac- 
terized it  as  a  "  luxury  tax."  Whether  regarded  as  vices,  luxuries, 
conveniences  or  enjoyments,  the  articles  mentioned  are  consumed 
on  a  large  scale  in  every  state,  which  results  in  taxes  on  them  being 
productive  of  revenue;  their  consumption  varies  with  the  state  of 
business,  which  fact  makes  the  revenue  from  their  taxation  variable 
with  the  income  of  the  people;  rates  of  their  taxation  are  suscep- 
tible of  some  variations  which  make  them  an  elastic  source  of 
revenue,  though  stability  of  rates  is  probably  to  be  preferred  to 
frequent  change ;  there  is  a  larger  element  of  voluntariness  in  their 
use  than  in  that  of  the  recognized  essential  commodities,  and  ex- 
penditures for  them  indicate  the  possession  of  taxable  ability  which 
the  states  may  reach  if  the  need  either  of  more  revenue  or  of 
greater  equity  in  the  tax  system  arises. 

There  is  today  a  lack  of  equity  in  the  tax  systems  of  most  of  the 
states.  This  is  particularly  true  where  the  main  reliance  is  on  the 
property  tax.  The  owners  of  real  property  or,  in  general,  tangible 
property,  bear  an  undue  share  of  the  tax  burden.  It  is  also  true, 
but  to  a  less  extent,  in  states  which  have  a  personal  income  tax 
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which  has  exemptions  as  much  as  those  of  the  federal  income  tax. 
The  problem  is  how  shall  the  discrimination  be  relieved,  or,  at 
least,  not  be  further  intensified,  and  how  shall  an  increase  in  state 
expenditures  be  financed?  The  usually  presented  measures  from 
which  to  choose  are  the  personal  income  tax,  the  business  income 
tax,  the  classified  property  tax,  the  business  privilege  tax,  the 
severance  tax,  and  an  increased  inheritance  tax.  The  question  may 
be  legitimately  raised  if  the  consumption  excise  should  not  be  added 
to  this  list. 

The  South  Dakota  Tax  Commission  in  its  annual  report  for 
1924  said  in  reference  to  the  gasoline  and  cigarette  taxes  in  effect 
in  that  state  that  "  this  form  of  taxation  so  far  inaugurated  in  this 
state  is  proving  entirely  satisfactory  as  it  tends  to  shift  the  burden 
of  taxation  from  tangible  property,  especially  from  farm  lands." 
The  South  Carolina  Tax  Commission  in  its  1925  report  stated  that 
because  of  the  South  Carolina  indirect  taxes  "  a  greater  percentage 
of  the  citizens  of  our  state  are  contributing  to  the  cost  of  state 
government  than  of  any  other  state  in  the  United  States."  Tax 
Commissioner  Blodgett  of  Connecticut  in  his  report  for  1921-1922 
expressed  the  opinion  relative  to  the  Connecticut  tax  on  admissions 
that  it  "  demonstrates  the  feasibility  of  securing  additional  revenues 
from  other  sources  rather  than  imposing  further  taxation  on  real 
estate." 

The  objections  to  consumption  excises  are,  first,  that  they  are 
not  taxation  according  to  ability  to  pay;  second,  that  "the  man  on 
the  street,"  or  the  class  which  it  is  the  purpose  to  reach  by  the 
method  of  the  excise,  is  not  untaxed  but  bears  shifted  property  and 
business  taxes  and  pays  the  federal  excises;  third,  that  not  only  the 
tax  but  an  additional  amount  is  added  to  the  price  which  the  con- 
sumer pays;  fourth,  that  the  higher  prices  of  tobacco  and  similar 
articles  decrease  sales  and  lead  to  out-of-state  purchases  and  to 
"bootlegging"  of  the  article;  fifth,  that  effective  administration 
may  require  such  regulation  of  the  taxed  industry  that  it  is  not 
only  harassing  to  the  manufacturer  or  dealer  but  also  may  possibly 
restrict  the  adoption  of  improved  processes,  or  by  making  necessary 
more  capital,  because  of  the  prepayment  of  the  tax,  may  limit  com- 
petition and  promote  concentration  in  the  industry;  sixth,  that  the 
cost  of  collection  is  high,  and  seventh,  that  this  field  of  taxation 
should  be  left  to  the  Federal  Government  which  has  long  occupied 
it  and  whose  system  is  uniform,  productive  and  efficient.  These 
disadvantages  claimed  for  the  state  consumption  excise  apply  mainly 
to  excises  other  than  the  one  on  gasoline. 

It  is  a  truism  that  taxes  on  articles  of  general  consumption  take 
a  larger  proportion  of  the  income  of  the  "  masses  "  than  they  do 
of  the  income  of  the  "  upper  classes."  This  would  be  a  serious 
objection  if  state  excises  were  planned  to  constitute  the  principal 
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source  of  revenue,  but  where  they  are  merely  supplementary  and 
of  minor  financial  importance  and  are  on  enjoyments,  the  objection 
has  less  weight. 

The  gasoline  tax  appears  to  be  in  general  favor,  because  the 
proceeds  are  dedicated  in  the  main  to  uses  which  are  of  special 
benefit  to  automobile  owners.  To  the  extent,  however,  that  the 
receipts  from  this  tax  go  to  other  purposes  than  highways  and  come 
from  other  than  transportation  uses  of  gasoline,  there  is  complaint. 
Although  a  demonstrable  showing  of  special  benefit  may  make  the 
excise  more  acceptable  to  those  who  pay  it,  such  a  tax  is  theoreti- 
cally defensible,  without  any  application  of  the  proceeds  to  the 
special  advantage  of  the  persons  taxed.  This  quid  pro  quo  prin- 
ciple is  not  found  in  other  taxes,  so  why  should  it  be  demanded  of 
only  the  gasoline  excise?  The  present  danger  is  that  because  of 
the  simplicity  of  the  tax  and  its  disguised  incorporation  in  price, 
the  states  will  carry  the  rates  so  high  as  to  be  unjust  to  consumers. 
The  constant  revision  upward  of  the  gasoline  tax  indicates  a  ten- 
dency in  this  direction. 

One  of  the  strongest  arguments  for  excises  is  that  they  tax  per- 
sons who  are  not  reached  by  property  or  other  direct  taxes.  It  is 
contended  in  answer  to  this  that  though  this  class  of  persons  may 
not  be  taxed  directly  by  property  taxes  they  are  taxed  indirectly 
through  shifting  to  them  of  taxes  upon  business,  upon  rented  dwel- 
lings, and  upon  the  merchandise  and  buildings  of  merchants. 
Authorities  on  the  incidence  of  taxation  agree  that  there  is  a  con- 
siderable amount  of  shifting  of  this  character.  But  there  is  almost 
common  consent  among  the  authorities  to  the  principles  that  taxes 
on  land  are  not  shifted,  that  the  incidence  at  any  given  time  of 
taxes  on  dwellings  and  store  buildings  varies  according  to  whether 
the  town  or  city  and  neighborhood  is  prospering  or  is  at  a  stand- 
still or  is  retrograding,  and  that  of  taxes  on  merchandise,  only  so 
much  is  shifted  as  is  in  excess  of  taxes  on  other  uses  of  capital. 
The  property  taxes  which  fall  on  the  numerous  class  of  owners  are 
not  shifted.  Shifting  of  property  taxes  is  a  long-run  process  and 
real  property  owners  are  a  long-suffering  class  to  whom  it  no  doubt 
often  seems  that  "  the  long  run  "  never  arrives.  It  would  appear 
to  be  a  reasonable  conclusion,  therefore,  that  excises  do  reach  a 
class  of  persons  w^ho  are  lightly  taxed  by  property  taxes. 

Another  current  objection  to  the  excise  is  that  the  consumer  is 
burdened  by  an  amount  greater  than  the  tax,  because  the  dealer 
adds  to  the  price  not  only  the  tax  but  also  an  amount  to  compensate 
him  for  his  labor  in  collecting  and  remitting  the  tax  to  the  govern- 
ment and  for  interest  on  the  sum  which  he  has  advanced  in  pre- 
payment of  the  tax.  As  regards  the  existing  state  taxes  on  cigar- 
ettes, it  appears  that  where  the  tax  is  either  ten  per  cent  of  the 
retail  price  or  one  mill  per  cigarette,  packages  which  formerly  re- 
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tailed  for  ten  cents  now  sell  for  eleven  cents,  but  packages  which 
previously  sold  for  fifteen  cents  now  retail  at  from  seventeen  cents 
(e.  g.,  Georgia,  Louisiana  and  Tennessee)  to  twenty  cents  (e.  g.. 
South  Dakota).  It  is  reported  from  Iowa,  which  has  a  one-mill 
tax,  that  the  best  known  brands  of  small  cigarettes  now  retail  at 
from  fifteen  to  twenty  cents,  with  an  average  for  the  state  of 
eighteen  cents.  In  Arkansas,  where  the  tax  is  four  cents  a  package 
of  twenty  cigarettes,  the  retail  price  per  package  is  twenty  cents, 
as  compared  with  a  former  price  of  fifteen  cents.  The  conclusion 
is  that  in  some  states  only  the  amount  of  the  tax  is  added  and  that 
in  others  more  than  the  tax  is  included  in  the  price. 

A  specific  tax,  such  as  one  mill  or  more  per  cigarette,  makes  it 
easier  to  shift  just  the  amount  of  the  tax  than  does  an  ad  valorem 
tax — or  one  that  is  a  percent  of  the  retail  price.  To  illustrate,  a 
one-mill  tax  a  cigarette,  on  a  package  of  twenty  small  cigarettes, 
formerly  retailing  at  fifteen  cents,  amounts  to  two  cents  per  pack- 
age, but  a  ten  per  cent  tax  on  this  package  comes  to  one  and  one- 
half  cents.  Since  there  is  no  half-cent  piece,  at  least  two  cents  will 
be  added  to  the  price  of  the  package.  Though  specific  rates  are 
applicable  to  cigarettes,  the  simplest  way  of  taxing  cigars  and  other 
tobacco  products  is  by  ad  valorem  rates.  That  something  more 
than  the  amount  of  the  tax  should  be  passed  on  to  the  consumer, 
in  order  to  compensate  the  dealer  for  his  extra  labor  and  expense, 
would  seem  to  be  just.  It  is  easier  to  state  the  situation  as  to  the 
incidence  of  the  tobacco  tax  than  it  is  that  of  the  gasoline  tax. 
Though  the  gasoline  tax  is  usually  classed  as  an  excise,  it  is  col- 
lected in  only  one  state — Pennsylvania — from  the  retailer.  In  other 
states  it  is  paid  by  the  wholesaler  or  some  one  other  than  the  re- 
tailer, and  the  result  is  that  one  cannot  be  sure  that  the  tax  is 
shifted  in  its  entirety  to  the  consumer. 

Only  two  of  the  states  which  have  the  tobacco  tax  report  much 
evasion.  It  is  stated  to  be  "  considerable  "  in  Georgia,  and  for 
Tennessee  the  esimate  is  made  that  seventy-nine  per  cent  of  the 
potential  receipts  is  collected.  It  is  reported  from  Arkansas  that 
over  ninety  per  cent  of  taxable  cigarettes,  and  between  seventy-five 
and  eighty  per  cent  of  taxable  cigars,  are  reached.  The  other  states 
report  "  some,"  "  some  little,"  and  "  negligible."  While  it  is  diffi- 
cult to  determine  the  amount  of  out-of-state  purchases,  the  officials 
of  the  several  states  think  that  they  are  unimportant.  The  amount 
of  the  tax  would  influence  this.  The  cigarette  tax  is  now  so  small 
as  hardly  to  warrant  the  trouble  and  expense  of  mail  orders,  but 
the  ten  per  cent  taxes  on  other  than  five-cent  cigars  may  lead  to 
some  out-of-state  purchases. 

It  cannot  be  said  of  the  existing  tobacco  excises  that  they  are 
complex  or  that  they  impose  harassing  conditions  upon  dealers  or 
that  they  are  difficult  of  administration.    The  Arkansas  act  of  1924 
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was  complicated  and  would  have  proved  burdensome  to  the  trade, 
but  it  was  repealed  in  1925  and  the  tax  is  now  a  simple  one.  The 
excise  on  admission  to  places  of  amusements  has  more  complexities 
and  more  difficulties  of  administration  than  has  the  tobacco  tax. 
Numerous  exceptions  have  to  be  made,  and  to  distinguish  between 
the  taxable  and  the  exempt  entertainments  is  one  source  of  trouble 
for  the  administrative  officials;  another  source  is  the  occasional 
character  of  many  taxbale  affairs,  and  another  is  that  returns  of 
admissions  to  moving  picture  theaters  and  other  places  of  amuse- 
ment operating  continuously  depend  wholly  on  the  management  and 
cannot  be  checked.  Affixed  stamps  facilitate  the  checking  of  the 
observance  of  the  tobacco  tax,  but  these  are  inapplicable  to  admis- 
sions. Connecticut  repealed  her  tax  on  admissions  because  of  ex- 
pected difficulties  of  administration.  Similar  obstacles  are  met  with 
in  the  administration  of  an  excise  on  soft  drinks;  however,  the 
levy  of  this  tax  upon  the  wholesaler  or  distributor  reduces  the 
problem  to  some  extent. 

It  does  not  appear  that  the  excises  are  diminishing  competition 
in  the  industries  affected.  Before  the  taxation  of  gasoline  began 
there  was  a  tendency  to  concentrate  in  the  industry  and  this  will 
probably  continue,  tax  or  no  tax.  In  the  case  of  tobacco,  unless 
the  excise  is  accompanied  by  high  license  taxes,  there  is  little 
danger  of  encouragement  to  concentration  of  retailing.  The  Utah 
licenses  under  the  act  of  1923  were  high,  ranging  from  $25  to  $100, 
but  in  1925  a  uniform  tax  of  $10  was  adopted.  The  highest  license 
taxes  are  to  be  found  in  Iowa,  where  they  amount  to  from  $50  to 
$100  and  where  in  addition  a  bond  of  $1000  is  required  of  licensees. 

The  objection  urged  against  the  tobacco  excise  that  its  cost  of 
collection  would  be  high  is  not  sustained  by  the  facts.  Chairman 
W.  G.  Query  of  the  South  Carolina  Tax  Commission  estimates  that 
if  the  license  division  of  his  state  had  no  other  taxes  to  collect  than 
the  stamp  taxes  the  cost  would  be  between  two  per  cent  and  three 
per  cent.  Though  the  stamp  taxes  include  some  taxes  which  are 
not  consumption  excises  and  exclude  others  which  are,  this  esti- 
mate probably  indicates  the  tendency  of  the  cost  of  the  consump- 
tion excises  in  that  state.  In  Georgia  in  1926  the  cost  of  the 
tobacco  tax  was  approximately  three  and  a  half  per  cent;  Ten- 
nessee limits  by  statute  the  cost  not  to  exceed  two  per  cent;  in 
Iowa  the  cost  in  1925  was  between  five  per  cent  and  six  per  cent; 
in  Utah  it  was  six  and  three-quarters  per  cent  in  1926;  the  special 
cost  is  reported  as  negligible  for  South  Dakota  and  as  none  for 
Arkansas.  Cost  will  not  increase  proportionately  with  receipts,  but 
on  account  of  the  greater  dift'usion  of  tobacco  retailing  and  the 
smaller  volume  of  sales  as  compared  with  the  wholesale  trade  in 
gasoline  the  cost  of  administration  of  the  tobacco  tax  is  not  likely 
ever  to  be  as  low  on  the  average  as  that  of  the  gasoline  tax.     The 
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same  may  be  predicted  for  the  cost  of  other  excises.  In  1924  in 
only  one  state  was  the  cost  of  collection  of  the  gasoline  tax  more 
than  two  per  cent,  and  in  eight  states  it  was  one-tenth  of  one  per 
cent. 

The  argument  against  the  state  tobacco  excise  that  it  trespasses 
upon  the  field  of  federal  taxation  is  one  that  appeals  to  many  per- 
sons. It  would  be  more  valid  if  the  Federal  Government  had  re- 
stricted itself  to  the  method  of  indirect  taxation  as  was  the  case 
before  1909,  but  just  as  it  was  the  need  of  more  revenue  which 
was  mainly  responsible  for  the  employment  of  direct  taxes  by  the 
Federal  Government,  so  it  is  a  similar  need  which  is  a  principal 
cause  of  the  estates  resorting  to  indirect  taxes.  The  result  of  the 
two  jurisdictions  taxing  tobacco  is  only  a  slightly  greater  tax  upon 
the  cigarette  user,  but  more  than  a  doubling  of  the  amount  con- 
tributed by  the  cigar  smoker  to  the  purposes  of  government.  Thus, 
the  present  federal  tax  upon  small  cigarettes  (those  not  weighing 
more  than  three  pounds  per  one  thousand)  is  $3  per  thousand  or 
the  equivalent  of  three  mills  per  cigarette.  Few  of  the  state  taxes 
upon  this  class  of  cigarettes  exceed  one  mill,  so  that  the  total  fed- 
eral and  state  tax  is  four  mills,  or  eight  cents  per  package  of  twenty, 
of  which  amount  the  state's  portion  is  two  cents.  The  existing 
federal  tax  upon  cigars  selling  at  five  cents  and  above  varies  ac- 
cording to  the  retail  price.  A  five-cent  cigar  is  taxed  the  equiva- 
lent of  two  mills  and  a  ten  or  fifteen  cent  cigar  five  mills.  The 
prevailing  state  tax  is  ten  per  cent  of  the  intended  retail  price,  and 
the  results  are  that  the  total  federal  and  state  excises  upon  a  five- 
cent  cigar  is  seven-tenths  of  a  cent,  upon  a  ten-cent  cigar  one  and 
one-half,  and  upon  a  fifteen-cent  cigar,  two  cents.  The  states  have 
quite  uniformly  duplicated  the  federal  excises  upon  cigarette  papers 
and  tubes,  these  being  at  the  rate  of  one-half  cent  for  each  fifty 
papers  and  one  cent  for  each  fifty  tubes.  The  receipts  from  the 
federal  tax  upon  manufactured  cigarettes  has  grown  enormously 
since  1915.  Taxes  were  paid  on  approximately  seventy-three  bil- 
lion cigarettes  in  1924,  as  compared  with  eighteen  billion  in  1915. 
The  increase  in  consumption  which  these  figures  indicate  has  nat- 
urally invited  attention  to  the  manufactured  cigarette  as  a  profitable 
object  of  state  excise  taxation. 

Surveying  state  excise  taxation,  one  is  impressed  by  its  recent 
appearance  and  the  rapidity  with  which  it  has  spread.  The  first, 
most  extensively  used,  and  most  productive  of  the  taxes  is  the  one 
on  gasoline.  It  started  in  Oregon  in  1919  and  is  now  found  in 
every  state,  except  Illinois,  Massachusetts,  New  Jersey  and  Xew 
York.  This  tax  has  been  so  adequately  treated  in  the  publications 
of  the  National  Tax  Association  that  no  further  consideration  will 
be  given  it  in  this  paper. 

Iowa  was  the  first  state  to  adopt  the  so-called  "  tobacco  tax,"  the 
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date  of  enactment  being  April  11,  1921.  It  applies  only  to  cigar- 
ettes, cigarette  papers  and  tubes.  The  rate  on  small  cigarettes 
(those  weighing  three  pounds  and  under  per  1000)  is  one  mill  per 
cigarette;  the  rate  on  large  cigarettes  (those  weighing  over  three 
pounds  per  1000)  is  two  mills  per  cigarette;  on  cigarette  papers  the 
tax  is  one-half  cent  per  50,  and  on  tubes  one  cent  per  50.  The  tax 
is  administered  by  the  state  treasurer  and  the  receipts  go  to  general 
revenue.     Receipts  by  years  are  as  follows : 

1922 $597,528 

1923 686,489 

1924 725.325 

1925 808,336 

South  Dakota,  Utah.  South  Carolina  and  Georgia  adopted  the  tax 
in  1923.  The  South  Dakota  tax  is  a  cigarette  tax  and  the  rates,  as 
amended  in  1925,  are  on  small  cigarettes  one  and  one-half  mills  per 
cigarette  and  on  large  cigarettes  four  mills  per  cigarette.  The 
rates  on  papers  and  tubes  in  both  South  Dakota  and  Utah  are  the 
same  as  those  in  Iowa.  The  South  Dakota  tax  is  administered  by 
the  state  treasurer  and  receipts  go  to  a  special  building  fund  for 
educational  institutions.  The  receipts  for  the  fiscal  year  ended  in 
1926  were  $316,545,  which  amount  is  about  six-tenths  of  one  per 
cent  of  the  state's  total  tax  receipts.  A  newspaper  item  reports 
that  the  1926  receipts  from  the  tax  were  sufficient  to  provide  a 
library  for  the  state  agricultural  college  and  a  physical  education 
building  for  the  normal  college  at  Aberdeen.  The  Utah  tax  also 
is  one  only  on  cigarettes,  cigarette  papers  and  tubes.  The  rates  on 
these  are  the  same  as  are  found  in  Iowa.  The  state  treasurer  ad- 
ministers the  law  and  the  receipts  accrue  to  general  revenue.  For 
the  fiscal  year  ended  in  1926,  the  receipts  amounted  to  $127,837, 
which  is  approximately  one  and  six-tenths  per  cent  of  total  tax 
receipts. 

South  Carolina  made  her  tax  apply  to  cigars,  cigarettes  and 
smoking  tobacco,  and,  in  1925,  to  chewing  tobacco  and  snuff.  On 
little  cigars  the  tax  now  is  one  cent  for  each  ten  cigars  or  fraction 
thereof,  and  on  cigars  at  the  rate  of  $8  per  1000,  regardless  of 
price.  On  cheroots  the  rate  of  tax  is  one  cent  for  each  ten-cent 
package.  The  tax  on  cigarettes  is  one  cent  for  each  package  re- 
tailing for  ten  cents  or  less  and  one  cent  additional  for  each  five 
cents  or  fraction  thereof  of  the  retail  price  in  excess  of  ten  cents. 
On  smoking  tobacco,  chewing  tobacco  and  snuff  the  rate  is  one  cent 
for  each  three  ounces  or  fraction.  The  state  tax  commission  ad- 
ministers the  tax  and  the  receipts  go  to  general  revenue.  In  1924 
the  receipts  were  $840,455.  The  receipts  for  1925  and  1926  cannot 
be  separately  stated,  as  South  Carolina  has  other  excises  and  the 
same  kind  of  stamps  is  used  for  all.    In  1924  there  were  placed  an 
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•excise  upon  shotgun  or  other  shells  and  cartridges,  twenty-five 
•calibre  or  greater,  of  $2  per  thousand  rounds,  one  upon  candy  re- 
tailing at  eighty  cents  per  pound  and  above  of  ten  per  cent  of  the 
retail  price,  and  one  upon  admission  to  places  of  amusement  of  one 
cent  for  each  ten  cents  or  fractional  part  thereof  of  the  price  of 
admission.  In  1925  the  system  was  further  extended  to  include 
soft  drinks  (soda  water,  ginger  ale,  coco  cola,  lime  cola,  pepsi  cola, 
near  beer,  beer,  fruit  juices,  ice  cream,  ices,  sundaes,  confections, 
l)Ottled  drinks  of  every  kind  and  all  fountain  drinks)  and  cosmetics 
(lip  sticks,  rouge,  face  paints,  face  powders,  face  creams,  talcum 
powders,  toilet  waters,  perfumes,  lotions,  hair  oils,  hair  tonics, 
pomades,  cosmetics  and  hair  dyes).  On  all  bottled  drinks  the  rate 
is  one  cent  for  each  five  cents  or  fractional  part  thereof  of  the 
retail  selling  price ;  on  other  soft  drinks  the  tax  is  twenty  per  cent 
of  the  entire  receipts.  The  cosmetics  tax  and  the  tax  on  milk 
drinks  and  ice  cream  were  repealed  in  March,  1926.  The  tobacco 
and  other  taxes  here  described  are  called  license  taxes,  but  they  are 
properly  consumption  excises.  In  1925  the  tobacco,  candy,  cos- 
metics and  ammunition  taxes  brought  in  $1,090,697;  the  soft  drinks 
tax  during  its  eight  months  of  operation,  $880,262;  and  the  admis- 
sions tax  $199,438— a  total  of  $2,170,397,  which  is  nearly  eighteen 
per  cent  of  state  tax  receipts.  If  the  $3,715,115  derived  from  the 
gasoline  tax  is  added  to  the  amount  derived  from  the  other  excises, 
the  per  cent  of  all  state  tax  receipts  derived  from  excises  becomes 
forty-eight  per  cent.  There  are  other  license  taxes  and  stamp  taxes, 
"but  they  are  not  to  be  classed  as  consumption  excises.  On  account 
■of  these  special  taxes  and  the  personal  income  tax,  the  state  tax 
rate  on  property  has  been  reduced  from  twelve  mills  in  1920  to  five 
and  one-half  mills  in  1925.  The  percentage  of  state  revenues  de- 
rived by  South  Carolina  from  excises  and  other  special  taxes  is 
extraordinary  and  has  no  parallel  in  any  other  state.  Its  future 
"history  will  be  followed,  therefore,  with  unusual  interest. 

Georgia  adopted  a  tax  of  ten  per  cent  of  the  retail  price  of  each 
■cigar  and  each  package  of  cigarettes.  It  is  administered  by  the 
commissioner  of  revenue  and  the  proceeds  go  to  the  purpose  of 
"building  and  equipping  new  buildings  for  the  State  Tuberculosis 
Sanatorium  and  for  the  payment  of  pensions.  The  receipts  were 
approximately  $730,000  in  1925  and  $800,000  in  1926.  In  1925  they 
constituted  about  four  per  cent  of  total  state  receipts  from  taxation. 

Arkansas  was  the  only  state  to  adopt  the  tobacco  tax  in  1924,  and 
as  amended  in  1925  it  is  one  at  the  rate  of  $2  per  1000  cigarettes, 
■or  two  mills  per  cigarette,  and  ten  per  cent  of  the  retail  price  of 
■cigars.  Its  administration  is  in  the  hands  of  ttie  Commissioner  of 
Insurance  and  Revenue  and  the  proceeds  go  to  the  common  school 
fund.    The  receipts  for  the  fiscal  year  ended  in  1926  were  $713,217. 

In  1925,  Tennessee,  North  Dakota  and  Oregon  joined  the  ranks 
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of  the  tobacco  tax  states.  The  North  Dakota  tax  is  a  cigarette  tax 
and  the  rates  are  one  and  one-half  mills  per  small  cigarette,  two 
mills  per  large  one,  one-half  cent  per  fifty  cigarette  papers  and  one 
cent  per  fifty  tubes.  The  state  treasurer  and  the  attorney  general 
administer  the  tax;  the  proceeds  accrue  to  general  revenue  and 
amounted  in  1926  to  $237,617,  which  was  about  three  per  cent  of 
total  state  tax  receipts.  The  Tennessee  tax  is  one  of  ten  per  cent 
of  the  retail  price  of  cigars,  cigarettes,  manufactured  tobacco  and 
snufif.  The  administration  is  lodged  with  the  department  of  finance 
and  taxation.  The  receipts  go  partly  to  the  general  school  funds 
and  partly  to  a  special  fund  to  provide  an  eight  months'  school  term 
in  the  rural  schools,  and  they  amounted  in  1925  to  $1,229,607,  which 
is  about  eight  per  cent  of  the  total  state  tax  receipts.  The  Oregon 
tax  is  on  cigarettes,  cigarette  papers,  wrappers  and  tubes.  The 
rates  are  stated  in  cents  and  are  graduated  according  to  the  retail 
price  of  the  article.  Prices  and  rates  are  classified  into  eleven 
groups;  for  example,  where  the  price  is  from  one  cent  to  ten  cents, 
the  tax  is  one  cent;  from  eleven  cents  to  twenty  cents,  two  cents, 
and  so  on.  This  method  of  taxation  and  the  omission  of  cigars 
make  the  Oregon  law  unusual.  The  Oregon  Retail  Cigar  Dealers 
Association  were  instrumental  in  securing  the  submission  of  this 
tax  act  to  a  referendum  vote  of  the  people  at  the  general  election 
on  November  2,  1926.  The  law  provides  for  the  administration  of 
the  tax  by  the  state  treasurer  and  for  the  proceeds  going  to  the 
general  revenue  fund. 

Louisiana  is  the  only  state  to  adopt  the  tobacco  tax  in  1926.  The 
rate  is  one  cent  for  each  ten  cents  or  fractional  part  thereof  of  the 
retail  price  of  cigarettes,  smoking  and  chewing  tobacco,  cigars, 
cheroots  and  snuff  made  of  tobacco  or  any  substitute  for  tobacco. 
It  is  administered  by  the  supervisor  of  public  accounts  and  the  pro- 
ceeds accrue  to  the  state  current  school  fund.  As  the  act  became 
effective  October  the  first,  no  account  of  its  operation  can  be  given. 

In  addition  to  the  above  states  which  have  enacted  this  tax,  the 
governors  of  Mississippi  and  Texas  have,  during  the  present  year, 
recommended  its  adoption. 

Practically  all  of  the  states  which  have  the  tobacco  tax  make  use 
of  stamps  to  be  affixed  to  each  package  of  cigarettes,  box  of  cigars, 
sack  of  tobacco,  and  other  unit  forms  of  the  retailed  article  taxed. 
In  South  Dakota  the  stamps  may  be  affixed  to  the  carton  of  cigar- 
ettes. Arkansas  is  the  only  state  which  has  provision  for  any  ex- 
emption from  the  tax  on  sales  for  use  within  the  state.  The  com- 
missioner of  income  and  revenue  has  authority  to  waive  the  tax 
on  cigars  and  cigarettes  given  to  inmates  of  hospitals  by  any  patri- 
otic or  charitable  organization  or  by  the  United  States  Government. 
South  Carolina  has  the  same  kind  of  stamp  for  all  of  its  excises 
requiring  stamps,  and  though  this  may  simplify  administration,  it 
makes  it  impossible  to  tell  what  each  tax  is  producing. 
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Arkansas  has  also  the  unique  provision  for  Hcensing  consumers. 
Upon  payment  of  annual  fee  of  $1.00,  a  consumer  may  enjoy  the 
privilege  of  purchasing  unstamped  cigars  and  cigarettes  in  the 
original  boxes  or  cartons  from  wholesalers  or  from  without  the 
state  and  of  stamping  them  himself.  It  is  further  provided  that, 
except  in  the  case  of  common  carriers,  the  stock  of  wholesalers, 
the  stock  of  retailers  not  exposed  for  sale,  and  the  packages  donated 
to  inmates  of  hospitals,  the  absence  of  the  proper  stamps  shall  be 
notice  that  the  tax  has  not  been  paid  and  shall  be  prima  facie  evi- 
dence of  non-payment. 

The  states  generally  apply  the  tax  to  sales  within  the  state,  thus 
exempting  sales  without  the  state,  but  in  the  Arkansas  law  it  is 
permitted  only  to  wholesalers  to  sell  untaxed  cigars  and  cigarettes 
to  persons  outside  the  state. 

Connecticut  is  the  only  state  which  in  recent  years  has  entered 
the  field  of  the  consumption  excise  and  has  withdrawn.  In  1921 
this  state  adopted  a  tax  on  admission  to  places  of  amusements  or 
on  entertainments,  which  was  to  be  one-half  of  what  the  federal 
tax  was.  The  reference  in  the  act  to  the  federal  law  was  unfor- 
tunate, for  when  the  Federal  Revenue  Act  of  1924  exempted  ad- 
mission charges  of  fifty  cents  and  under,  the  productivity  of  the 
Connecticut  tax  was  destroyed.  Tax  Commissioner  Blodgett,  con- 
fronted with  an  unproductive  measure  on  the  statute  books,  and 
foreseeing  high  costs  of  collection  and  administrative  difficulties  for 
an  independent  state  tax  with  the  old  rates,  not  only  recommended 
the  repeal  of  the  tax  but  advocated  that  the  revenue  lost  thereby 
should  be  secured  from  some  other  source  of  revenue. 

South  Carolina  is  the  only  state  taxing  admissions  and  is  also 
the  only  one  wnth  consumption  excises  upon  anything  other  than 
tobacco.  All  the  other  states  restrict  their  excises  either  to  cigar- 
ettes or  to  tobacco  products,  and  there  seems  to  be  no  movement  to 
extend  this  method  of  taxation  to  other  things.  From  present  indi- 
cations the  tobaeco  excise  has  come  to  stay,  for  it  is  reasonably 
productive  and  has  a  sumptuary  tinge  which  has  contributed  to  its 
adoption.  The  eight  states  which  had  the  tobacco  tax  in  operation 
received  in  1926  probably  six  and  a  quarter  million  dollars  from 
that  tax  and  a  million  and  a  half  from  other  consumption  excises, 
excluding  gasoline,  making  total  receipts  from  such  consumption 
excises  of  seven  and  three-quarter  million  dollars.  Of  the  ten 
states  which  have  it,  only  three  have  a  personal  income  tax.  In 
these  states  a  very  limited  number  of  consumption  excises  may 
serve  to  round  out  the  state  system  of  taxation.  In  general,  how- 
ever, in  the  absence  of  a  well-devised  combination  of  property, 
business,  inheritance,  and  personal  income  taxation,  the  resort  to 
consumption  excises  will  not  result  in  a  system  which  conforms  to 
the  criterion  of  taxation  according  to  ability  to  pay. 
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Chairman  Vaughan  :  The  remainder  of  this  afternoon  will  be 
devoted  to  the  subject  of  expenditures.  I  am  going  to  ask  Mr. 
McKenzie  to  preside  at  this  session,  if  he  will  come  forward. — Mr. 
H.  C.  McKenzie  of  the  Grange,  I  believe,  and  the  Federal  Farm 
Bureau. 

(H.  C.  McKenzie  presiding.) 

Chairman  McKenzie:  The  next  item  on  our  program  is  sug- 
gestions for  the  control  of  public  expenditures,  by  Mr.  C.  E.  Arney,. 
Jr.  I  understand  that  Mr.  Arney  is  not  present  and  that  Mr.  Mark 
Graves  will  read  that  paper. 

Mark  Graves  (New  York)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen  of  the  conference :  It  is  a  new  experience  for  me  to 
undertake  to  read  or  present  some  other  fellow's  paper.  Mr.  Arney 
in  his  letter  to  Secretary  Holcomb  expresses  his  keen  disappoint- 
ment in  being  unable  to  be  present,  and  says  that  it  is  impossible  to 
anticipate  questions  that  may  arise  in  the  minds  of  those  who  attend 
the  conference,  but  adds :  ''  I  will  be  willing  to  answer  any  in- 
quiries that  may  be  directed  to  me." 

Mr.  Arney  is  the  executive  secretary  of  the  State  Federation  of 
Tax  Payers'  Associations  of  the  State  of  Washington.  His  ad- 
dress is  Seattle,  Washington. 

SUGGESTIONS  FOR  THE  CONTROL  OF  PUBLIC 
EXPENDITURES 

C.   E.  ARNEY,   JR. 

Executive  Secretary,  Washington  State  Federation 
of  Taxpayers'  Associations 

Taxation  has  been  termed  by  one  prominent  in  our  national 
political  life  as  "  the  great  unsolved  problem  of  government." 
There  are  times  when  those  of  us  who  are  engaged  in  organized 
taxation  work  feel  that  this  statesman  might  have  disposed  of  the 
subject  by  defining  it  as  the  great  "  unsolvable  "  problem  of  gov- 
ernment. 

The  subject,  "  Suggestions  for  the  Control  of  Public  Expendi- 
tures," is  capable  of  treatment  from  a  variety  of  angles.  Rather 
than  approach  it  from  the  standpoint  of  generalities,  however,  I 
shall  endeavor  to  give  you  some  suggestions  based  upon  the  prac- 
tical experience  of  the  State  of  Washington. 

Before  going  into  detail  it  is  well  to  state  that  the  first  and  most 
essential  step  toward  a  proper  control  of  public  expenditures  is  an 
aroused  public  appreciation  of  the  need  for  citizen  interest  in  public 
business.  The  remedy  for  excessive  government  cost  lies  in  the 
hands  of  the  citizens.    Ignorance  is  the  root  of  the  present  evil  and 
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our  excessive  expenditures  may  be  attributed  to  the  indifference  of 
the  average  individual,  and  particularly  the  business  man,  to  his 
obligations  of  citizenship.  If  we  are  to  secure  effective  results  and 
revamp  our  government  machinery  to  properly  fit  into  our  economic 
structure,  every  intelligent  citizen,  and  particularly  the  business 
community,  must  study  and  analyze  the  problem  of  taxation,  par- 
ticularly as  it  relates  to  the  conduct  of  his  state  and  local  affairs. 

It  is  trite  to  say  that  the  only  way  to  reduce  taxes  is  to  reduce 
expenditures,  but  this  truism  is  fundamental.  To  be  constructive, 
movements  to  reduce  taxes  must  proceed  upon  the  basis  of  careful 
and  painstaking  consideration  of  the  essential  character  of  each 
public  engagement,  of  its  relation  to  the  welfare  and  progress  of 
the  commonwealth  and  whether  the  scheme  of  finance  and  admin- 
istration is  best  adapted  to  enable  such  engagement  to  function 
efficiently  and  in  proportion  to  its  relative  importance. 

The  Control  of  Public  Debt 

A  consideration  of  ways  and  means  for  controlling  public  expen- 
ditures would  be  incomplete  if  it  failed  to  treat  the  subject  of  public 
debt — its  acquisition  and  retirement. 

How  little  it  is  realized  that  bond  and  warrant  debt  has  become 
an  important  factor  in  the  tax  problem.  Because  it  is  more  familiar 
to  me,  I  will  refer  to  the  experience  of  the  State  of  Washington, 
and  its  situation  in  this  particular  is  typical  of  if  not  better  than 
that  of  many  of  the  other  states. 

At  the  close  of  1922,  which  is  the  last  full  year  for  which  statis- 
tics are  available,  the  total  interest-bearing  obligation  of  the  State 
and  its  several  political  subdivisions  exceeded  $187,000,000.  Of  this 
total,  $137,363,000  was  a  general  property  obligation,  while  the  bal- 
ance of  forty-nine  million  seven  hundred  odd  thousand  was  a  charge 
against  consumers  and  users  of  public  utilities  (municipally  owned) 
and  property  owners  in  local  improvement  districts.  The  general 
debt  represented  over  $11,750,000  in  outstanding  warrants  that  spoke 
eloquently  of  financial  mismanagement,  while  the  balance  of  one 
hundred  twenty-five  million,  six  hundred  forty-one  thousand  were 
long-term  bonds,  calling  for  an  annual  interest  tax  collection  of 
over  six  and  three-quarter  million  dollars  and  making  up  almost 
10  per  cent  of  the  total  tax  volume.  In  some  of  the  counties  of 
our  state,  and  it  is  likely  that  research  in  other  commonwealths 
would  disclose  a  similar  condition,  the  levy  for  debt  purposes  equals 
or  exceeds  the  total  current  expense  levy  for  the  year. 

The  "  Sinking  Fund  Plan  "  for  the  retirement  of  public  debt  has 
proven  ineffective.  In  all  too  many  cases,  public  officials,  in  order 
to  avoid  criticism  for  excessive  taxes,  fail  to  make  the  sinking  fund 
levies.  This  will  be  found  to  be  particularly  noticeable  in  campaign 
years.     In  other  cases,  sinking  funds  are  depleted  through  borrow- 
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ings  to  finance  some  current  expenditure,  usually  termed  emergent, 
but  actually  only  expedient.  These  two  practices  result  in  the  de- 
pletion of  sinking  funds  and  compel  resort  to  the  vicious  practice 
of  refunding.  In  many  cases,  bonds  issued  for  improvements  which 
have  ceased  to  exist,  still  rest  as  a  deadening  burden  upon  tax- 
payers who  in  no  way  enjoyed  the  benefits  of  the  improvement 
constructed  from  the  proceeds  of  the  bonds.  Court  houses,  school 
buildings,  bridges  etc.  have  outlived  their  usefulness,  been  torn 
down  and  replaced,  and  still  a  large  amount  of  the  principal  of  the 
bonds  remains  to  be  paid. 

To  control  this  situation  and  abate  the  evil,  Washington  has  en- 
acted the  Serial  Bond  Law.  Bond  issues  cannot  be  made  for  a 
longer  period  than  thirty  years ;  retirements  must  be  made  in  equal 
annual  installments  of  principal  and  interest,  and  refunding  is 
absolutely  prohibited.  This  law  is  a  two-edged  sword  of  protection 
to  the  taxpayer.  First,  it  compels  the  businesslike  and  orderly  re- 
tirement of  public  debt ;  and  secondly,  it  serves  in  some  cases  to 
prevent  the  issuance  of  public  bonds,  for,  when  the  people  who 
vote  the  bonds  realize  that  they  must  in  large  measure  pay  them; 
that  the  obligation  cannot  be  pushed  along  to  future  generations, 
more  thought  is  given  to  the  necessity  for  the  issue.  So  much  for 
the  method  of  retirement. 

The  next  task  is  to  ascertain  how  the  debt  obligation  is  acquired 
and  seek  a  remedy  to  prevent  its  unwarranted  increase.  We  found, 
as  a  result  of  investigation,  that  fully  seventy-five  per  cent  of  the 
total  of  one  hundred  thirty  odd  millions  of  dollars  of  general  bonds 
had  been  voted  by  the  people  at  elections  in  which  ridiculous  minor- 
ities participated.  In  one  instance  a  community  with  a  registered 
vote  of  over  35,000  had  assumed  a  $400,000  five  per  cent  bond 
obligation,  as  the  result  of  an  election  in  which  less  than  300  voters 
recorded  their  sentiment  upon  the  bonds.  Having  received  the  con- 
stitutional majority  of  the  votes  cast  upon  the  proposition,  the  bonds 
were  issued.  An  accumulation  of  similar  instances,  where  minor- 
ities had  placed  large  issues  of  bonds  upon  the  properties  of  a 
community  convinced  the  legislature  of  the  need  for  action.  The 
corrective  measure  for  meeting  this  situation  is  a  law  providing  that 
no  election  involving  the  issuance  of  bonds  shall  be  deemed  valid, 
nor  shall  the  bond  issue,  unless  in  addition  to  all  other  requirements 
the  total  vote  cast  upon  such  bond  proposition  shall  exceed  fifty 
per  cent  of  the  total  number  of  voters  voting  in  such  municipality 
or  district  at  the  last  general  county  or  state  election.  Thus,  if  at 
the  last  previous  general  election  20,000  votes  were  cast;  10,001 
voters  must  participate  at  any  subsequent  election  involving  a  bond 
proposal  and  cast  their  votes  upon  the  bond  proposition.  Otherwise 
the  bonds,  according  to  the  law,  shall  not  constitute  a  lien  against 
the  property  of  the  district.     (See  Chapter  13,  Laws  of  Washington 
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1925,  Regular  Session.)  Here  again  we  have  double  protection. 
Public  officials,  knowing  that  certain  bond  proposals  cannot  attract 
the  participation  of  fifty  per  cent  of  the  voters,  decline  to  submit 
them.  Again,  if  a  measure  is  submitted,  half  of  the  voters  having 
failed  to  record  their  vote  at  the  polls,  the  bond  issue  has  failed. 

Those  states  confronted  with  problems  of  public  debt,  would  do 
well  to  consider  the  possibilities  of  these  two  laws  as  instruments 
for  the  control  of  public  expenditure. 

The  Budget  as  an  Instrument  of  Control 

With  government,  as  with  the  individual,  it  is  not  what  we  have 
to  spend,  but  how  it  is  spent  that  marks  the  dividing  line  between 
thrift  and  waste.  Economy  in  the  administration  of  public  affairs 
is  inseparable  from  reduction  in  taxes.  Economy  should  be  con- 
structive. In  other  words,  it  should  proceed  from  a  careful  analysis 
and  study  of  the  essential  character  of  each  government  engage- 
ment and  the  application  of  sound  business  principles  in  the  admin- 
istration of  that  engagement.  No  individual  can  prosper,  no  busi- 
ness can  long  succeed,  no  government  can  endure  that  perpetuates 
a  scheme  of  "  hand-to-mouth  "  finance ;  that  does  not  measure  eco- 
nomic abilities  and  balance  its  expenditures  in  relation  thereto. 
Any  movement  designed  to  better  the  conditions  of  public  admin- 
istration, must  recognize  the  absolute  necessity  for  strict  and  effec- 
tive budgetry  control  of  public  expenditures  in  every  unit  of  gov- 
ernment. 

Budget  laws  should  apply  to  every  public  agency  and  to  all  gov- 
ernment money,  whether  derived  by  direct  or  indirect  taxation. 
They  should  require  a  fully  detailed  compilation  and  properly 
segregated  fiscal  program  of  the  government  unit  involved  for  a 
definite  period,  in  the  case  of  the  state  for  the  biennium,  and  of 
the  other  units  for  the  fiscal  year,  and  the  appropriation  of  money 
for  specific  purposes.  Further  than  this,  they  must  compel  the  ex- 
penditure of  money  for  the  purpose  for  which  it  is  appropriated. 
The  budget  should  be  in  such  form  as  to  provide  full  and  complete 
information,  first,  as  to  the  plans  for  future  expenditure ;  second, 
as  to  expenditures  for  similar  purposes  in  the  previous  fiscal  year, 
and  third,  appropriations  for  similar  purposes  in  the  current  year. 
So  compiled,  the  budget  will  afford  opportunity  for  comparison. 
Publicity  regarding  the  budget,  sufficiently  in  advance  of  the  date 
set  for  public  hearings,  should  be  provided  for,  and  the  right  of 
interested  citizens  to  question  the  need  for  the  whole  or  any  part 
of  any  item  contained  in  the  budget  is  fundamental.  Emergencies 
must  be  recognized  and  ample  provision  made  for  meeting  them 
through  payment  out  of  available  funds  or  through  the  issuance 
of  warrants. 

Under  manv  budget  laws,  and  this  is  true  of  those  in  Washing- 
16 
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ton,  final  determination  is  vested  in  boards  of  county  commission- 
ers, city  councils  or  commissions  and  school  boards  etc.  It  is  to  be 
doubted  whether  the  ends  of  efficiency  and  economy  are  best  served 
by  placing  the  authority  to  determine  spending  policies  in  the  hands 
of  spending  officials.  Oregon  is  working  out  a  plan  that  is  inter- 
esting and,  in  so  far  as  I  am  advised,  unique.  A  non-salaried  body, 
denominated  "  The  Tax  Supervising  and  Conservation  Commission 
of  Multnomah  County,"  is  created  by  a  special  legislative  act  appli- 
cable only  to  that  county.  The  commission  consists  of  three  mem- 
bers appointed  by  the  governor  for  terms  of  six  years.  A  technical 
staff  is  provided.  To  this  commission  the  estimates  of  all  municipal 
subdivisions  within  the  county  must  be  submitted ;  these  include  the 
county,  City  of  Portland,  Portland  School  District,  Portland  Port 
and  Dock  Commission  budgets.  Hearings  are  held,  public  officers 
summoned  and  questioned,  and  taxpayers  may  appear.  The  com- 
mission then  proceeds  to  "  fix  the  budget "  and  its  decisions  are 
final  and  conclusive,  forming  the  basis  for  the  tax  levy.  The 
dangers  of  this  scheme  as  a  medium  through  which  a  designing 
governor  might  build  up  a  political  machine,  w'ere  it  applicable  to 
the  entire  state,  are  apparent,  but  nevertheless,  if  the  appointment 
of  these  commissions  could  be  surrounded  with  sufficient  safeguards 
to  prevent  political  manipulation,  the  idea  of  an  independent  body 
to  pass  upon  budgets  has  many  advantages. 

Budgets  constitute  the  most  effective  means  yet  devised  for  the 
taxpayer  to  have  a  voice  in  government  fiscal  matters.  The  mere 
enactment  of  a  law,  however,  introducing  a  budget  system  does  not 
solve  any  problems,  for  a  budget  law  contains  little  inherent  virtue. 
Unless  the  body  politic  uses  this  tool  as  a  means  for  securing 
accurate  and  detailed  information  regarding  its  public  business, 
carefully  analyzes  the  necessity  for  contemplated  expenditures  and 
expresses  in  an  intelligent  and  informed  manner  its  sentiments  in 
regard  thereto,  little  good  can  result.  Public  officials  in  the  main 
reflect  the  attitudes  and  dispositions  of  their  constituents.  They 
are  subject  to  the  w'ill  and  thought  of  those  whom  they  represent. 
If  there  is  within  a  community  a  will  for  economy  and  good  gov- 
ernment, it  will  find  reflection  in  the  actions  of  its  public  servants. 
Too  many  of  our  so-called  "  best  citizens  "  seem  to  feel  that  their 
obligation  to  government  ceases  with  the  exercise  of  the  franchise; 
that  the  passage  of  a  law  solves  a  problem.  Must  we  not  recognize 
that  the  mere  clothing  of  an  individual  with  the  authority  of  public 
office  does  not  change  his  mental  processes  nor  enhance  his  abilities; 
that  he  is  the  same  human  being  in  his  public  capacity  that  he  was 
in  his  private  capacity;  that  he  is  entitled  to  the  help,  assistance 
and  best  thought  of  the  community  in  discharging  his  duties? 
Individual  effort  in  analysis  and  expression  upon  the  budget  is  of 
little  value.     Community  thought  should  be  crystallized  and  made 
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articulate  through  organization.  Pubhc  officials  should  be  made  to 
realize  that  there  is  not  only  an  insistent  demand  for  economy,  but 
that  that  demand  is  based  upon  an  intelligent  consideration  and 
appreciation  of  the  needs  of  the  community;  that  it  springs  from 
a  desire  to  assist  and  help  in  bringing  about  improved  conditions. 

The  budget  affords  the  means  for  acquiring  needed  information 
regarding  public  expenditures  and  the  law  creating  it  provides  the 
machinery  through  which  the  taxpayer  may  actively  participate  in 
determining  their  wisdom.  This  procedure  constitutes,  without 
question,  the  greatest  single  contribution  to  the  control  of  public 
expenditures. 

Taxpayers'  Organizations 

At  this  point  it  may  be  well  to  digress  for  a  moment  to  touch 
upon  the  need  for  tax  organization  in  the  various  communities. 
Reference  to  statistics  discloses  that  the  major  portion  of  the  enor- 
mous tax  burden  now  resting  upon  the  American  people  is  con- 
tributed by  local  government.  It  is  significant  that  in  those  fields 
of  public  business  where  careful  research  and  investigation  by  com- 
petent authority  have  been  conducted,  reductions  have  been  made 
possible.  Intelligent  research  and  investigation,  coupled  with  wise 
analysis  and  diplomatic  handling,  are  essential  ingredients  of  any 
recipe  for  the  alleviation  of  undesirable  tax  conditions.  Without 
full  and  complete  knowledge  of  the  facts  and  a  thorough  apprecia- 
tion, based  upon  investigation,  of  the  needs  of  a  particular  depart- 
ment or  function,  little  of  a  constructive  nature  is  possible. 

Therefore,  as  a  concrete  and  definite  suggestion  for  the  control 
of  public  expenditures  we  must  recognize  the  need  for  the  creation 
of  an  independent,  non-political  agency  in  every  community  to  con- 
duct thorough,  continuous  investigations  of  its  public  business  with 
proper  committees  basing  their  activities  upon  these  investigations, 
cooperating  with  the  duly  constituted  public  officers  in  effecting  de- 
sirable and  needed  change.  Show  me  the  community  where  even 
a  small  group  of  unselfish  citizens  exercise  a  continuing  interest  in 
the  conduct  of  public  aft'airs  and  I  will  show  you  a  community  of 
good,  efficient  and  economical  government. 

Systems  of  Management 

In  an  inquiry  into  means  for  controlling  public  expenditures,  the 
systems  under  which  those  government  engagements  that  absorb  the 
major  portion  of  the  tax  revenues  are  operated  may,  with  propriety, 
be  scrutinized. 

The  present  hydra-headed  scheme  for  the  management  of  county 
affairs  is  open  to  condemnation.  There  is  in  every  county  govern- 
ment a  multiplicity  of  elective  officers  responsible  directly  to  the 
people.      Boards   of    county   commissioners    are,    theoretically,    the 
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business  heads  of  county  government.  Under  the  budget  laws  they 
must  pass  upon  the  appropriations  of  all  county  officers  and  see  that 
the  money  is  devoted  to  the  purpose  for  which  it  is  appropriated. 
But  in  the  average  county  in  any  state  in  this  Union,  the  commis- 
sioners know  scarcely  anything  of  the  internal  operations  of  any 
one  of  the  numerous  public  offices  whose  financial  necessities  they 
are  required  to  pass  upon.  We  have  taken  a  proper  step  in  Wash- 
ington by  providing  for  the  consolidation  of  some  of  the  offices  in 
the  smaller  counties.  The  elective  county  engineer  has  been  elimi- 
nated and  the  board  of  commissioners,  who  in  the  final  analysis  are 
responsible  for  highway  construction,  are  authorized  to  appoint  a 
competent  person.  In  addition  to  their  regular  duties,  county  treas- 
urers are  made  assessors  as  well ;  the  county  auditor  is  also  clerk 
and  the  prosecuting  attorney  performs  the  duties  heretofore  dis- 
charged by  the  coroner.  These  consolidations  will  effect  a  consid- 
erable saving.  Too  much  centralization  is  to  be  avoided,  but  where 
the  duties  of  an  office  are  purely  administrative  or  involve  consid- 
eration of  technical  capacities  there  is  no  excuse  for  setting  it  apart 
with  full  powers  of  self-determination. 

County  Highway  Finance  and  Administration 

The  State  of  Washington  spends  annually  on  the  construction 
and  maintenance  of  county  highways,  approximately  $11,000,000. 
Of  this  sum,  in  excess  of  $9,000,000  is  derived  from  general  prop- 
erty taxes  levied  under  the  direct  authority  of  the  boards  of  county 
commissioners  and  administered  by  such  boards  largely  in  accord- 
ance with  the  whim  and  caprice  of  the  individual  members. 

The  plan  of  county  highway  finance  in  Washington  is  perhaps 
typical  of  that  prevailing  in  nearly  every  state  in  the  Union.  We 
have  two  levies,  a  county  road  and  bridge  levy,  laid  against  all 
property  within  the  county,  the  proceeds  of  which  are  used  in  the 
construction  and  maintenance  of  what  are  known  as  county  arterial 
highways.  We  then  have  the  road  district  levies ;  and  in  many 
counties  there  are  as  many  as  ten  districts ;  the  revenues  from 
which  are  used  to  construct  and  maintain  "  feeder  "  or  "  farm-to- 
market  "  roads.  In  two  of  our  thirty-nine  counties  we  still  retain 
the  township  form  of  government,  and  here  we  have  the  township 
instead  of  the  road  district  taxes.  This  diffused  system  of  finance 
coupled  with  the  lack  of  a  continuing  highway  policy  does  not 
enable  us  to  conserve  our  tax  resources  and  secure  effective  results. 
We  should  undoubtedly  be  far  better  off  if  the  county  could  be  made 
the  unit  of  taxation  for  county  highway  finance  and  administration. 
Each  county  should  be  compelled  to  adopt  and  adhere  to  a  compre- 
hensive scheme  of  highway  development  related  to  its  needs,  re- 
lated to  the  scheme  of  adjoining  counties  and  coordinated  with  the 
state  highway  plan.     Construction  and  maintenance  should  be  car- 
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ried  on  under  competent  engineering  supervision;  the  annual  out- 
lay should  be  strictly  budgeted  and  related  to  the  ability  of  the  tax- 
payers to  afford  the  investment.  Where  this  plan  has  been  in 
operation,  and  one  or  two  counties  in  our  state  have  voluntarily 
adopted  it,  splendid  results  have  followed. 

The  excessive  use  of  "  day  labor  "  in  the  construction  of  county 
highways  may  justly  be  indicted.  In  many  of  our  counties  as  high 
as  ninety  per  cent  of  all  highway  expenditures  are  made  on  a  day- 
labor  basis.  We  have  a  law  requiring  the  calling  of  competitive 
bids  where  the  estimate  exceeds  $2500,  but  there  is  no  adequate 
penalty  and  hence  the  statute  is  a  dead  letter.  Unquestionably  the 
contract  system  is  far  superior  to  day  labor  both  as  a  measure  for 
reducing  costs  and  securing  better  construction. 

Educational  Finance  and  Administration 

We  come  now  to  a  subject  which,  in  the  light  of  the  present 
situation  existing  in  our  state,  I  hesitate  to  touch  upon,  but  any 
treatment  of  the  subject  assigned  me  would  be  deficient  if  it  failed 
to  give  consideration  to  the  question  of  educational  finance  and  ad- 
ministration. 

The  State  of  Washington  is  now  engaged  in  one  of  the  bitterest 
political  upheavals  of  its  entire  .history,  and  one  that  has  attracted 
nationwide  attention,  all  revolving  around  this  question  of  educa- 
tion, its  finance  and  administration.  We  here  are  not  concerned 
with  persons,  but  we  are  deeply  and  vitally  interested  in  principles. 
Unfortunately,  the  situation  in  Washington  has  become  so  hope- 
lessly entangled  by  personalities  that  some  reference  to  them  seems 
necessary. 

Two  years  ago  there  came  to  the  office  of  governor  of  our  state 
a  man  whom  the  people  felt,  by  reason  of  his  success  in  the  lumber 
business,  would  give  to  Washington  a  strictly  business  administra- 
tion. Governor  Hartley  is  perhaps  the  most  unique  species  of  the 
"  genus  gubernatorie  "  that  has  ever  graced  an  executive  chamber. 
From  his  deportment  to  date,  it  is  quite  apparent  that  he  is  no  re- 
specter of  persons.  Neither  is  he  in  any  sense  a  diplomat.  He  may 
properly  be  referred  to  as  a  "  Direct  Actionist "  in  whose  lexicon 
there  is  no  such  word  as  compromise. 

There  are  many  in  our  state  who  feel  that  his  methods  are  crude, 
unnecessary,  unjustifiable  and  destructive.  On  the  other  hand,  the 
idea  has  been  openly  expressed  that  his  tactics  are  "  Rooseveltian  " 
and  necessary  to  arouse  our  people  to  an  appreciation  of  the  seri- 
ousness of  the  situation.  Regardless  of  which  of  these  schools  of 
thought  is  right,  it  can  be  said  without  fear  of  contradiction,  that 
the  people  are  thinking  more  today  upon  the  subject  of  educa- 
tional administration  than  they  have  in  the  entire  previous  thirty- 
five  years  of  statehood.    Many  of  them  are  expressing  passions  and. 
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prejudices  rather  than  thoughts  and  convictions  based  upon  sound 
thinking,  but  the  rank  and  file  of  the  people  are  clamoring  for  facts 
and  information  to  justify  or  condemn  the  governor's  actions. 
Whether  anything  of  constructive  value  v;?ill  immediately  result 
from  all  the  turmoil  is  extremely  doubtful. 

In  his  message  to  the  special  session  of  the  legislature  convened 
just  a  year  ago,  the  governor  stated  that  education  leads  all  other 
state  agencies  and  institutions  in  absorbing  tax  money. 

"  I  realize,"  he  said,  "  that  I  am  about  to  tread  upon  sup- 
posedly forbidden  ground.  I  am  well  aware  that  written  large 
over  the  portals  of  the  public  schools  is  the  warning,  '  Hands 
Off.'  *  *  *  As  a  result  of  this  '  hands  of¥ '  policy,  we  are  con- 
fronted with  the  fact  that  today,  education  is  the  biggest  busi- 
ness in  the  state  of  Washington  and  the  most  neglected,  in  so 
far  as  business  thought,  business  planning  and  business  man- 
agement are  concerned.  *  *  *  The  outstanding  characteristic 
of  our  public  school  system  is  its  lack  of  system.  It  is  an 
amazing  composite  of  institutional  jealousies,  sectional  rivalries, 
student  enthusiasms,  political  bickerings,  inequities  and  con- 
flicting ideas.  *  *  *  jj-,  ^j^g  formation  of  our  educational  pro- 
gram, as  in  the  planning  of  every  other  governmental  activity, 
the  limitations  and  welfare  of  every  individual  citizen  must  be 
carefully  considered.  We  cannot  enrich  the  state  by  pauper- 
izing the  individual.  The  perpetuity  of  every  governmental 
institution  depends  upon  the  ability  of  the  public  to  maintain 
it,  and  it  is  as  much  a  deterrent  to  actual  and  lasting  progress 
to  build  beyond  our  means  as  it  is  to  assume  a  niggardly  atti- 
tude toward  the  essentials  of  public  business.  *  *  *  " 

He  then  charged  that  the  present  system  was  not  producing  a  dol- 
lar's worth  of  education  for  a  dollar  expended  and  was  not  giving 
equal  educational  opportunity  to  the  children;  that  we  were  at- 
tempting to  carry  forward  an  educational  program  that  was  out  of 
economic  balance  and  one  which  the  people  of  the  state  could  not 
afford. 

"  This  condition  exists,"  says  the  Governor,  "  not  because 
we  are  spending  too  little  money,  but  because  of  lack  of  con- 
structive planning,  coordinated  control  and  business  manage- 
ment. *  *  *  Dr.  Glenn  Frank,  president  of  the  University  of 
Wisconsin,  might  well  have  been  speaking  of  Washington 
when  recently  he  declared  that  the  primary  purpose  of  a 
University  president  is  'to  turn  himself  into  an  educational 
go-getter,  a  sort  of  educational  traveling  salesman,  who,  by 
whoop-it-up  tactics  and  the  beating  of  drums,  wheedles  large 
donations  out  of  prosperous  citizens,  or  as  a  backstairs  diplomat 
succeeds  in  getting  five  new  buildings  a  year  out  of  the  state 
legislature.'  " 

"  I  do  not  blame  the  heads  of  these  institutions,"  Governor 
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Hartley  goes  on  to  say,  "  but  the  system  under  which  they  are 
forced  to  operate.  We  have  deposed  them  as  educators  and 
forced  them  to  assume  the  role  of  lobbyists  and  propagandists. 
*  *  *  More  and  more  are  the  educational  heads  setting  up 
their  institutions  as  something  apart  from  rather  than  a  part 
of  the  state  government;  *  *  *  more  and  more  pronounced 
becomes  the  tendency  to  regard  the  higher  educational  institu- 
tions as  above  and  beyond  state  control." 

Referring  then  to  the  fact  that  the  president  of  one  of  the  state's 
higher  educational  institutions  had,  just  prior  to  the  legislative 
session,  conducted  a  statewide  campaign  under  the  auspices  of  its 
alumni  association  in  behalf  of  its  requests  for  appropriations,  in- 
stead of  consulting  the  governor  or  the  state  budget  officer  and 
charging  that  such  campaign  was  intended  to  and  did  arouse  sec- 
tional and  institutional  jealousies,  Governor  Hartley  said: 

"'  Such  performances  must  be  stopped,  or  educational  and 
economic  disaster  will  ensue.  They  will  never  be  stopped  until 
all  the  higher  educational  institutions  are  brought  under  the 
control  of  one  governing  and  directing  body,  clothed  with 
ample  authority  to  lay  down  courses  of  action  both  as  to 
finances  and  curricula  and  given  power  to  compel  compliance 
therewith." 

He  then  recommended  the  creation  of  a  non-salaried  lay  board, 
consisting  of  nine  members  appointed  by  the  governor,  with  power 
to  coordinate  the  work  of  the  five  institutions. 

The  governor's  attack  and  recommendations  aroused  the  friends 
of  the  institutions  both  in  and  out  of  the  legislature  and  from  that 
day  to  this  there  has  been  no  cessation  of  hostilities.  The  legisla- 
ture refused  to  even  consider  the  creation  of  a  single  board.  They 
passed  capital  outlay  appropriations  for  the  educational  institutions 
over  the  governor's  veto.  They  increased,  with  the  governor's  ap- 
proval, the  maintenance  and  operations  appropriations  of  the  sev- 
eral schools  and  they  increased,  again  over  the  governor's  veto,  the 
fixed  millages  to  be  levied  annually  to  provide  revenues  for  the 
various  institutional  funds.  In  the  legislative  wrangling,  it  was  but 
natural  that  institutional  heads,  alumni  representatives,  members  of 
boards  of  regents  and  others  identified  either  directly  or  indirectly 
wath  the  institutions  should  have  become  involved. 

The  higher  educational  lobby  at  the  legislature  opposed  the  gov- 
ernor's proposal  for  the  creation  of  a  lay  board  but  offered  no 
alternative  suggestion.  They  were  active  in  the  fight  to  secure  the 
passage  of  the  measures  above  mentioned  over  the  governor's  veto 
and  assumed  an  attitude  of  open  hostility  toward  him. 

Dr.  Suzzallo,  until  recently  president  of  the  University  of  Wash- 
ington, expresses  the  view  that  education  has  reached  that  stage  of 
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development  and  has  become  so  important  a  factor  in  the  national 
life  that  it  must  be  divorced,  to  some  extent  at  least,  from  legisla- 
tive and  executive  interference.     He  recently  said : 

"  Education  is  the  fourth  great  department  of  the  state. 
When  the  Constitution  was  written  and  the  government  divided 
into  the  legislative,  the  judiciary  and  the  executive  branches, 
the  great  system  of  education  was  not  visioned." 

The  governor  and  his  friends  cite  as  further  evidence  of  Dr. 
Suzzallo's  attitude  upon  this  matter  his  active  opposition  in  1921, 
to  the  clause  in  the  administrative  code  compelling  all  institutions 
to  purchase  their  supplies  through  the  purchasing  division,  located 
at  Olympia,  the  state  capital. 

"  But  the  Constitution,"  says  the  editor  of  one  of  our  large 
daily  papers,  "  stands  with  three  coordinate  branches  of  gov- 
ernment— legislative,  executive  and  judicial.  Until  the  Con- 
stitution is  altered  by  the  people,  education  must  be  subordinate 
to  these  three  departments,  not  coordinate  with  them.  Until 
the  people  choose  to  amend  their  Constitution,  the  state  univer- 
sity and  other  educational  institutions  must  be  held  in  letter 
and  in  spirit  in  subordination  to  the  legislature,  the  governor 
and  the  courts.  *  *  *  *  That,  when  the  public  takes  time  for 
analysis,  will  be  found  the  issue  between  Dr.  Suzzallo  and 
Governor  Hartley." 

Following  the  adjournment  of  the  legislature,  the  governor 
changed  the  personnel  of  the  Board  of  Regents  of  the  University, 
around  which  the  principal  controversies  had  revolved.  He  exer- 
cised his  constitutional  and  statutory  right,  and  in  this  was  upheld 
by  the  supreme  court,  to  remove  three  of  the  seven  regents,  expira- 
tions in  two  terms  having  given  him  already  two  members  of  the 
board.  By  these  removals  he  secured  a  majority  of  the  board 
favorable  to  his  views.  This  board  and  the  boards  of  the  other 
institutions,  who  had  not  shown  a  disposition  to  take  issue  with 
him,  were  then  directed  not  to  spend  the  money  appropriated  for 
capital  outlays  in  the  measure  passed  over  his  veto.  He  contends 
that  the  statute  was  irregularly  enacted  in  that,  when  the  vetoed 
bill  came  back  to  the  legislature,  his  veto  had  been  sustained,  but 
that  subsequently  the  legislature,  violating  all  canons  of  parliamen- 
tary practice,  had  amended  its  rules  to  permit  the  reconsideration 
of  a  vote  upon  a  veto  and  that  the  passage  of  the  measure  over  the 
veto  upon  reconsideration  rendered  it  invalid. 

All  of  this  bickering  and  squabbling  finally  culminated  the  early 
part  of  last  month  in  the  removal  of  the  President  of  the  Univer- 
sity by  the  Board  of  Regents.  The  discharge  of  Dr.  Suzzallo  occa- 
sioned an  explosion,  the  equal  of  which  has  seldom  been  seen  in 
any  state,  and  there  is  now  an  agitation  for  the  recall  of  Governor 
Hartley. 
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I  have  not  thus  fully  detailed  these  facts  because  I  feel  that  you 
might  be  interested  in  our  trials  and  tribulations,  but  only  to  im- 
press upon  you  the  seriousness  of  this  problem  of  educational  finance 
and  administration  and  the  need  for  constructive  thought  freed  from 
prejudice  and  suspicion. 

It  is  undoubtedly  true  that  some  of  the  methods  and  tactics  used 
by  both  sides  in  this  controversy  have  not  been  as  well  considered 
as  they  might  have  been  and  were  not  designed  to  bring  about  con- 
ciliation and  cooperation.  It  is,  nevertheless,  true  that  the  attempt 
in  any  state  to  introduce  sound  business  thought  and  economic  con- 
sideration in  the  administration  of  education  is  met  at  the  threshold 
with  unreasoning  opposition.  This  is  based  to  some  extent  upon  the 
sentimental  and  mistaken  belief  that  money  spent  in  the  cause  of 
education,  no  matter  how  expended,  is  justified;  that  anyone  who 
has  the  temerity  to  suggest  that  the  system  for  administering  edu- 
cation is  unsound  and  uneconomic  is  an  enemy  of  education  and 
of  the  schools. 

I  am  not  here  to  defend  the  governor  nor  to  condemn  him.  I  am 
not  here  to  justify  him  nor  apologize  for  him.  Neither  am  I  here 
to  condemn  nor  justify  the  opposition  to  him.  It  is,  however,  an 
inescapable  fact,  that  any  movement  designed  to  control  public  ex- 
penditures must  give  consideration  to  constructive  methods  for  re- 
duction of  educational  costs  without  impairing  the  efficient  and 
proper  conduct  of  the  necessary  institutions.  The  general  popular- 
ity of  higher  education,  the  enormous  influx  of  students  into  these 
institutions  all  over  the  country,  indicates  an  increased  and  not  a 
diminished  demand.  It  therefore  behooves  those  who  are  inter- 
ested in  ways  and  means  for  controlling  expenditures  to  consider 
whether  or  not  the  educational  scheme  in  our  various  states  is 
being  operated  under  a  system  that  guarantees  a  maximum  of  effi- 
ciency both  as  regards  educational  output  and  money  outlay. 

The  problem  of  coordination  of  higher  educational  effort  has 
challenged  the  attention  of  educators  and  laymen  in  nearly  every 
state  in  the  United  States.  In  Washington  the  root  of  our  trouble 
maybe  found  in  a  survey  of  the  historical  background  of  our  higher 
educational  institutions  which  evidences  no  clear  intention  on  the 
part  of  the  legislature  to  develop  a  statewide  and  integrated  system. 
Undoubtedly  this  condition  exists  in  many  other  states.  The  inten- 
tion of  the  legislature  with  reference  to  the  functions  to  be  per- 
formed by  the  various  institutions  is  not  clear,  and  where  it  is  de- 
fined, no  agency  with  power  to  enforce  the  legislative  policy,  is 
created.  This  lack  of  a  proper  policy  gives  rise  to  competition  for 
funds  and  for  students,  creates  institutional  and  sectional  animos- 
ities and  jealousies  which  find  their  reflection  in  legislative  bodies. 

The  condition  which  exists  in  our  state  today  is  but  the  symptom 
of  a  disease  that  is  latent  in  nearly  every  state.     It  is  to  be  hoped 
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that  our  disease  is  not  contagious  and  that  no  other  state  will  have 
to  find  its  cure  in  the  heroic  processes  which  we  have  been  com- 
pelled to  undergo.  Out  of  it  all  we  can  only  hope  that  there  will 
be  evolved  a  constructive  and  businesslike  policy  for  the  adminis- 
tration of  our  higher  educational  engagement.  What  this  system 
should  be  is,  admittedly,  debatable.  Over-centralization  is  neither 
wise  nor  desirable.  Equally  abhorrent  to  economy  and  efficiency  is 
the  present  diffused  system  of  management.  It  would  seem  that 
between  these  two  there  is  some  middle  ground  upon  which  the 
solution  of  this  problem  might  be  based.  Certain  it  is  that  our 
state,  and  perhaps  others  having  a  multiplicity  of  higher  educa- 
tional institutions,  requires  an  agency  that  will  view  the  higher 
educational  needs  from  a  statewide  rather  than  from  an  institu- 
tional or  sectional  viewpoint.  Unless,  through  constitutional  amend- 
ment the  people  determine  to  create  education,  as  suggested  by  Dr. 
Suzzallo,  a  fourth  coordinate  branch  of  government,  then  to  my 
mind  such  an  agency  should  be  a  board  of  higher  educational  ad- 
ministration of  official  creation,  vested,  not  zvith  legislative  powers, 
but  with  full  and  complete  administrative  authority  to  compel  com- 
pliance by  each  of  the  institutions  with  policies  determined  by  legis- 
lative act.  So  far  as  curricula  are  concerned,  this  board  should  have 
power  only  to  see  that  functions  assigned  to  the  various  institutions 
by  law  are  carried  out.  They  should,  moreover,  be  the  budget 
board,  to  which  institutional  regents  or  trustees  would  submit  their 
estimates  of  needs  and  through  which  the  governor  and  the  legis- 
lature would  be  advised  in  this  regard.  The  personnel  of  this 
board,  as  I  see  it,  should  be  lay,  but  there  should  be  attached  to  it 
a  competent  technical  staff.  To  guard  against  political  manipula- 
tion of  the  board  by  changing  administrations,  the  appointment  and 
removal  of  the  members  should  be  surrounded  with  adequate  safe- 
guards. 

The  solution  of  the  problem  of  educational  finance  and  adminis- 
tration constitutes  the  greatest  single  task  in  the  field  of  public 
finance  that  now  confronts  the  people  of  this  country,  and  no  move- 
ment that  concerns  itself  with  ways  and  means  for  controlling  public 
expenditure  can  escape  the  responsibility  for  giving  it  thought  and 
attention. 

I  have  endeavored  in  the  foregoing  remarks  to  present  the  vari- 
ous subjects  in  a  manner  that  will  give  rise  to  discussion,  and  it  is 
to  be  hoped  that  such  discussions  will  ensue  and  will  be  included 
in  the  permanent  record  of  the  proceedings  of  this  conference,  so 
that  we  in  Washington  and  those  in  other  states  of  the  Union,  in- 
terested in  and  concerned  with  these  problems,  may  have  the  benefit 
of  the  thought  and  opinion  of  a  group  of  individuals,  perhaps  more 
capable  of  discussing  these  problems  in  a  dispassionate  and  con- 
structive way,  than  any  other  group  of  our  citizenship. 
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T  creatlv  re-ret  that  circumstances,  arising  at  the  last  moment, 
pr  vfn  my  attending  the  conference.  Many  details  of  our  ^ol^em 
have  through  considerations  of  time  and  courtesy,  been  omitted 

In  clos°ne  it  may  be  well  to  again  emphasize  that  an  aroused 
Jd  in  elT4nt  c^izen  appreciation  is  indispensable  to  any  move- 
ment toHng  to  the  con?r'ol  of  public  expenditures.  The  ac  ivity 
Zt  proceed  from  a  study  of  fact  and  data  and  the  recomm^^^^^^^^ 
tions  be  based  upon  constructive  considerations  of  /^^  ^^f^^^  ^ 
nnrtance  of  each  government  enterprise  to  the  welfare,  prosperixy 
a"d  weTl-b  ii  g  of  the  community.  Little  of  value  wi  1  -suit  from 
spasmodic  o  sporadic  activity-there  must  be  continuity  and  tenac- 
roTpurpose'behind  an  organized  force.  Upon  those  of  us  who 
a?e  engaged  in  the  research  field  there  devolves  a  ^fPonsib^l  ty  m 
seein"  that  our  facts  and  data  are  not  only  authentic  but  are 
handfed  I  such  manner  as  to  throw  a  true  light  upon  an  evil  situa- 
tion and  enable  its  practical  solution. 

Eternal  vigilance  is  the  price  ot  good  government  and  is  after 
alirthe  best  Suggestion  for  the  control  of  public  expenditures. 

Chairman  McKenzie:  The  next  topic  to  come  before  us  is 
wha^'are  tie  states  spending  money  for?  The  paper  will  be  read 
by  Waher  B.  Brockway,  comptroller  of  the  Brown  Company  of 
Portland,  Maine. 

Walter  B.  Brockway  (Maine)  :  This  is  the  second  time  withm 
fo^monAs  that  I  have  had  a  little  feeling  of  the  -t  in  a  Strang 
o-arret.  Four  months  ago  I  delivered  this  address  to  the  conferer^ce 
S?  Governors,  at  Cheyenne,  Wyoming,  at  ^heir  request  as  an  out- 
growth of  some  work  I  did  for  the  Governor  of  the  fate  of  Mame^ 
Some  few  copies  of  that  report  are  in  the  chairs.  I  appear  before 
voT  oday  as  a  business  man  somewhat  interested  m  taxation  but 
^not  connected  with  the  legal  prof ession  or  the  teaching  profession 
or  any  governmental  profession.  I  shall  do  as  the  other  speakers 
have  done,  and  will  shorten  my  paper  somewhat. 

Due  to  the  accuracy  with  which  this  subject  must  be  treated 
even  though  in  generalities,  it  has  seemed  best,  and  it  seemed  best 
in  talSn^  to  the  governors,  to  read  it.  Obviously  a  matter  of  this 
m^ortance  -ust  be  treated  without  mistaken  choice  of  words  and 
for  that  reason  I  trust  vou  will  bear  with  me  m  reading,  but  will 
y°o;  not  help  me  by  thinking  of  yourselves  as  the  -1^  ones  hsten^ 
ing,  and  as  though  you  were  sitting  m  my  office  and  I  was  reading 
the  paper  to  you. 
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WHAT  ARE  THE  STATES  SPENDING  MONEY  FOR? 

WALTER  B.  BROCKWAY 
Comptroller,  Brown  Company,  Portland,  Maine 

The  first  word  I  heard  after  taking  this  subject  for  analysis  was 
the  word  "  waste."  In  May  I  received  a  pamphlet  issued  by  a 
committee  representing  the  eastern  railroads  entitled  "  Debts  and 
taxes  of  state  and  local  governments  "  which  contains  the  state- 
ment, quoted  from  the  Philadelphia  Public  Ledger,  "  Hundreds  of 
millions  of  tax  dollars  are  being  wasted."  At  places  the  word 
"  extravagance  "  is  used,  sometimes  in  connection  with  borrowing, 
sometimes  with  expenses.  A  recent  magazine  article  signed  by 
Roger  W.  Babson  is  headed  "  Business  in  revolt  against  state  tax 
burden."  In  this  article  he  uses  the  words  "  wastefulness  of  local 
government,"  and  again,  "  what  we  save  at  the  spigot  we  waste  at 
the  bung."  In  another  place  he  predicts  a  voters'  strike  and  at 
another  calls  for  a  "  stop  to  local  folly."  The  political  outs  in  my 
state  are  saying  both  "  waste "  and  "  extravagance,"  while  the 
ins  are  saying  "  savings  "  and  "  economy."  The  President  of  the 
United  States  points  to  the  sum  of  the  cost  of  the  state  and  local 
governments  without  the  use  of  the  word  waste  but  does  say  "  there 
is  cause  for  concern  in  this  situation,"  and  couples  with  it  the 
statement  that  "  we  are  testing  out  in  this  country  the  success  of 
self-government."  Business  magazines  and  newspapers  have  edi- 
torials on  the  subject.  All  this  is  resulting  in  a  good  deal  of  serious 
thinking  and  talking  on  the  part  of  many  and  loose  thinking  and 
talking  by  many  more. 

It  seems  very  clear  that  there  must  be  something  that  may  be 
called  "  the  facts  of  the  matter  "  and  that  these  facts  may  be  put 
together  properly  like  a  picture  puzzle.  When  that  is  done — and 
only  then — is  the  time  to  try  to  interpret  the  picture. 

The  first  thing  I  did  was  to  try  to  see  what  kind  of  a  set-up  we 
have  that  is  spending  the  money.  It  makes  an  interesting  part  of 
the  picture  puzzle.  We  have,  in  the  United  States,  one  Federal 
Government,  48  states,  and  within  those  states  are  nearly  3,100 
counties,  and  within  those  counties  at  a  recent  census  122,186  cities, 
towns,  villages  and  hamlets,  and,  in  addition  to  these,  there  are  an 
unknown  number  of  districts  for  water,  schools,  canals  and  many 
other  purposes. 

In  speaking  of  the  cost  of  government  most  people  use  two 
amounts,  federal  and  local.  Local  meaning  state,  municipal,  county, 
and  district  lumped  into  one  amount.  Federal  cost  is  easy  to  obtain 
and  it  has  seemed  to  me  to  be  quite  important  to  separate  the  cost 
of  the  states  from  the  local  subdivisions.  This  is  because  of  the 
political  and  social  fact  that  there  is  a  difference  in  contact  which 
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the  population  has  with  the  three  forms  of  administration.  For 
example,  it  is  a  vastly  different  and  easier  thing  to  get  an  addi- 
tional fire  hydrant  or  a  school  house  in  a  town  than  it  is  to  get  the 
state  to  build  a  state-aid  thoroughfare  through  that  town,  and  it  is 
R  much  more  difficult  thing  to  get  the  Federal  Government  to  build 
a  new  post-office  building  in  the  same  town.  In  other  words,  there 
are  three  types  of  governmental  problems  and  the  President,  the 
Governor  and  the  Mayor  have  entirely  different  contacts  with  the 
voters  and  each  has  a  dift'erent  reaction  to  the  demands  made 
upon  him. 

Taking,  for  example,  one  figure  froin  the  address  of  the  Presi- 
dent on  June  21,  1926,  known  as  the  budget  address,  the  importance 
of  showing  the  states  apart  from  the  subdivisions  will  be  apparent. 
The  President  says,  "  In  1925  the  cost  of  all  government  increased 
to  more  than  eleven  and  a  half  billions,  of  which  only  27  per 
cent  is  represented  by  federal  expenditure."  This  leaves  a  re- 
mainder of  73  per  cent  as  states  and  subdivisions.  The  Budget 
Bureau  in  Washington  was  not  able  to  separate  for  me  the  states 
and  local  subdivisions  for  1925,  which  is  the  year  the  President 
was  speaking  about,  but  the  percentages  of  the  tax  bill  in  1924,  the 
previous  year,  were : 

Federal    31.8% 

States    15.5% 

Subdivisions    52.7% 

It  is  interesting  in  passing  to  state  that  before  the  war,  in  1913, 
the  division  was : 

Federal    23.7% 

States   13-1% 

Subdivisions    63.2% 

These  percentages  illustrate  that  federal  is  federal  with  its  own 
problems,  states  are  states  with  theirs,  and  the  others  are  in  a  class 
by  themselves  where  the  voters  are  neighbors  of  the  officials.  Thus 
each  must  be  judged  pretty  much  by  itself. 

All  comparisons  between  dates,  to  be  really  useful,  should  be  of 
the  same  dates  for  the  same  things.  As  1915  was  the  first  year  the 
census  gathered  the  figures  of  the  states  in  the  present  form  under 
the  impulse  of  the  Congress,  and  1925  is  the  latest,  those  are  the 
dates  I  have  used  for  comparisons.  Appended  are  two  tables  com- 
piled from  the  reports  of  the  Bureau  of  the  Census  showing  the 
states'  debt  and  purpose  of  it  and  the  cost  of  government,  both  for 
1925  and  1915. 

It  is  important  to  say  at  this  point  that  quick  and  generally 
accurate  understanding  of  what  it  costs  to  run  the  states  would  be 
quite  impossible  without  the  work  done  by  the  Bureau  of  the  Census. 
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The  credit  is  due  the  bureau  because  what  has  been  done  was  in 
spite  of,  rather  than  because  of  the  bookkeeping  methods  of  the 
states  themselves. 

Furthermore,  it  is  imperative  to  keep  this  discussion  within  very 
simple  boundaries.  It  is  of  such  a  complex  nature  that  without 
warning  the  whole  range  of  wealth,  debt,  taxation,  civics,  John 
Stuart  Mill  and  all  human  experience  will  be  involved  in  no  time 
if  too  much  exactitude  is  attempted.  We  will  find  it  easier  to  talk 
in  round  figures  and  the  result  will  be  easier  to  see  when  we  get  to  it. 

Our  problem  "  Where  does  the  money  go  ?"  calls  only  for  outgo 
and  not  for  income.  Income  consists,  broadly  speaking,  of  taxa- 
tion and  borrowing,  while  outgo  is  made  up  of  running  expense 
and  outlays  and  the  payment  of  debt.  In  Census  Bureau  language, 
outlays  are  what  a  business  man  calls  additions  to  his  plant  account. 
We  will  take  debt  first. 

In  1915  the  funded  debt  of  the  states  was  $437,000,000.  In  1925, 
$1,556,000,000,  an  increase  of  $1,119,000,000,  or  256  per  cent,  in 
ten  years.  But  comparing  debt  ten  years  apart  does  not  say  much 
until  we  learn  what  the  borrowing  was  for.  The  detail  of  the 
purpose  of  this  increased  borrowing,  in  round  figures,  was : 

Stale  roads  and  other  highway  purposes 622  millions 

Soldiers'  and  sailors'  relief  and  the  like   287  millions 

Public  service  enterprises  and  investment 131  millions 

Hospitals,  charities  and  parks 16  millions 

Educational  purposes    22  millions 

Miscellaneous    41  millions 

The  above  are  the  increases  after  a  small  decrease  in  former  debt 
for  general  government  buildings,  armories  and  correctional  insti- 
tutions. 

In  addition  to  this  there  is  another  kind  of  debt  which,  according 
to  the  census  tables,  has  been  growing  more  rapidly,  and  this  is 
what  is  known  as  current  obligations  made  up  of  revenue  notes  and 
warrants  which  generally  may  be  explained  as  temporary  borrow- 
ing in  advance  of  the  payment  of  tax  bills.  In  1925  there  existed 
190  millions  of  this  form  of  debt  as  against  96  millions  in  1915,  an 
increase  of  94  millions,  which  is  98  per  cent  in  ten  years.  There 
is  undoubtedly  financial  weakness  if  this  kind  of  borrowing  is  per- 
sisted in.  It  amounts  to  an  individual  on  a  salary  drawing  some- 
thing on  account  of  his  salary  in  advance  of  pay  day.  Combining 
the  funded  debt  and  the  current  debt  the  amount  outstanding  in 
1925  was  $1,746,000,000,  compared  with  $533,000,000  in  1915,  an 
increase  of  228  per  cent. 

Of  course  it  is  out  of  the  question  to  say,  from  statistical  tables 
alone,  whether  or  not  this  very  large  increase  in  debt  was  proper 
as  an  idea,  the  money  properly  spent  and  of  proper  cost.     But  the 
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purposes  for  which  this  money  was  borrowed  do  lend  themselves  to 
some  further  remark.  For  example  and  for  comparison  it  is  in- 
teresting and  important  to  know  in  connection  with  the  new  cost 
for  highways  that  in  the  same  ten  years  the  actual  number  of  auto- 
mobiles and  trucks  and  busses  increased  from  2,446,000  registered 
in  1915,  to  over  20  million  in  1925 — more  than  eight  times  as  many 
running  on  the  highways  in  ten  years !  The  thought  that  impresses 
me  is,  where  did  the  highway  come  from  to  carry  these  cars?  If 
the  states  and  their  subdivisions  had  waited  to  accumulate  the 
money  through  taxation  alone  would  it  be  possible  to  say  that  the 
great  growth  of  the  automobile  industry  would  have  come  as  fast 
as  it  has?  Highways  account  for  almost  60  per  cent  of  the  in- 
creased state  debt  in  these  ten  years  and  indicates  that,  in  the  face 
of  the  great  cost  of  highways,  the  number  of  cars  grew  faster  than 
the  state  debt  for  highways. 

The  next  largest  item  of  increase  in  bonded  debt  is  $287,000,000, 
for  soldiers'  and  sailors'  relief,  war  bonus  and  the  like.  Perhaps  it 
is  sufficient  to  say  in  this  connection  that  practically  all  of  this  was 
voted  before  the  federal  so-called  bonus  act  was  passed  and  that 
this  form  of  state  debt  was  hardly  increased  after  that  date. 

The  debts  for  public  service  enterprises  probably  carry  them- 
selves or  provide  facilities  for  others  which  make  up  the  cost  to  the 
state.     Sometimes  this  is  only  a  loan  of  credit. 

The  total  state  debt  increase  from  these  three  causes,  highways, 
bonus  and  enterprises,  is  $1,040,000,000,  within  $79,000,000  of  the 
total  increases.  Such  considerations  and  interpretation  as  we  have 
just  made  seems  to  indicate  that  these  expenditures  are  of  the  kind 
that,  under  the  circumstances,  could  hardly  have  been  delayed  until 
the  funds  were  obtained  by  taxation.  Of  the  remainder,  some 
$38,000,000  increase  was  for  educational,  charitable  and  like  pur- 
poses, and  $41,000,000  miscellaneous. 

Thus,  taking  the  debt  situation  as  a  whole,  its  very  size  should 
not  be  sufficient  cause  for  saying  that  a  wrong  has  been  done  or 
bad  judgment  exercised.  That  is  rather  a  subject  for  each  state  to 
analyze  itself  critically  and  without  bias.  There  are  standards  that 
may  be  used  as  a  measure  exactly  as  there  are  in  private  and  busi- 
ness life  and  if  it  develops  that  a  state  is  sailing  close  to  the  wind 
it  can  do  no  less  than  an  individual  or  a  business.  It  must  trim 
sail  and  handle  its  affairs  man-fashion. 

This  study  of  state  affairs  has  developed  one  important  condition 
that  may  have  escaped  notice.  It  is  a  signal  of  no  uncertain  value. 
The  rate  of  interest  paid  by  the  states  upon  their  debt  is,  on  the 
average,  approaching  one-half  per  cent  higher  in  1925  than  it  was 
in  1915.  The  debt  bearing  less  than  4  per  cent  remained  the  same 
in  total.  That  at  4  per  cent  and  AYz  per  cent  has  the  greatest  amount 
of  new  debt,  but  over  one-third  of  the  increased  debt  is  at  5  per 
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cent  and  above.  It  should  be  noted  that  the  debt  at  6  per  cent  has 
been  almost  doubled,  and  that  at  7  per  cent  has  been  more  than 
doubled.  In  1925  approximately  $90,000,000  of  state  debt  bears 
either  6,  7  or  8  per  cent.  Whether  this  raise  in  interest  rate  is 
indicative  of  a  gradual  change  in  credit  condition  or  of  carelessness 
in  trading  methods  on  the  part  of  state  officials  can  be  learned  only 
as  each  state  investigates  its  own  interest  situation. 

Another  important  matter  the  states  must  face  soon  is  that  bonds 
must  be  paid  off  when  they  mature  and  the  practice  of  refunding 
be  abandoned.  It  is  possible  that  in  this  matter  there  exists  the  seed 
of  the  reason  for  some  of  the  newer  bond  issues.  That  is  to  say, 
it  is  easier  to  put  interest  on  new  bonds  into  a  tax  rate  than  it  is 
to  put  in  the  larger  sums  for  retiring  bonds  serially.  It  is  obvious 
that  if  bonds  refunded  had  instead  been  paid  off,  that  amount  of 
something  or  other  would  have  been  gone  without  or  taxes  in- 
creased by  that  amount. 

Before  we  turn  from  debt  to  running  expenses  it  is  well  to  re- 
mind you  of  that  which  you  already  know,  namely,  that  the  1925 
dollar  had  not  the  purchasing  power  of  the  1913  dollar.  What  the 
effect  of  this  has  been  and  still  is,  is  clear.  The  National  Indus- 
trial Conference  Board  has  calculated  the  state  tax  bill  for  1924  as 
being  capable  of  only  67  per  cent  of  the  purchasing  value  that  the 
dollars  had  in  1913.  Thus  the  comparisons  given  here  must  be 
adjusted  to  the  credit  of  today's  amounts. 

It  is  possible  to  set  the  condition  as  to  expenses  paid  from  taxa- 
tion before  you  in  a  little  more  than  a  paragraph.  In  1925  it  cost 
$1,044,000,000  before  interest,  which  was  nearly  $68,000,000,  mak- 
ing a  total  of  $1,112,000,000.  Compared  with  1915,  these  costs  were 
increases  of  174  per  cent  for  expense,  265  per  cent  for  interest,  and 
178  per  cent  for  the  total.  These  do  not  include  what  are  known 
as  outlays,  which  will  be  discussed  in  a  moment. 

In  dollars  the  increase  in  running  expenses  of  the  states  over 
these  same  ten  years  amounted  to  almost  $712,000,000.  The  classi- 
fication into  which  the  running  expenses  are  divided  permit  part 
of  the  increases  in  cost  to  be  seen  as  for: 

Education                       An  increase  of  almost  251  millions. 

Bonus  and  pensions,  over 77  millions. 

Highways,  almost    122  millions. 

Charities,  hospitals  and  corrections,  almost.  .  80  millions. 

Natural  resources,  nearly 40  millions. 

Health  and  sanitation,  over 15  millions. 

Protection,  nearly    30  millions. 

This  group,  aggregating  615  millions, 
over  86  per  cent  of  the  total  increase,  is  all  within  the  bounds  of 
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efforts  of  the  people  to  improve  their  condition,  while  the  86  mil- 
lions remainder  of  the  increases  were  for : 

Interest,  over    49  millions. 

Courts  and  law  offices.,  almost 10  millions. 

Assessment  and  collection  of  revenue,  almost  17  millions. 

Miscellaneous,  over 7  millions. 

Government  buildings,  over    3  millions, 

leaving  about  11  millions  as  the  increased  cost  of  the  other  func- 
tions of  government. 

Taking  up  now  the  outlays,  which  is  the  last  of  the  analysis  that 
will  be  expressed  in  figures,  there  appears  a  most  impressive  ex- 
penditure. It  is  one  to  which  each  state  must  give  its  undivided 
attention.  In  the  eleven  years,  including  1915  and  1925,  the  states 
have  invested  in  permanent  plant  over  two  and  one-half  billions  of 
dollars.     The  purposes  for  which  this  has  gone  are : 

Highways   75% 

Education    9% 

Charities,  hospitals  and  corrections 8% 

Protection,  natural  resources,  health,  sanitation,  and 

recreation    4% 

General  government    3% 

Public  service  enterprises  1% 

This  heavy  expansion  of  outlay  has  come  largely  since  1919. 
The  census  report,  speaking  of  outlays,  says :  "  The  payments  for 
outlays  show  a  percentage  of  decrease  for  each  of  the  years  1915 
to  1919  inclusive,  reflecting  the  curtailment  of  expenditures  for  im- 
provements because  of  war  conditions."  What  happened  by  years 
is  as  follows : 

In  1915  the  states  alone  spent  for  outlays  ...  95  millions. 

In  1916  that  dropped  to    85  millions. 

In  1917  it  dropped  to    68  millions. 

In  1918  it  dropped  to    66  millions. 

In  1919  it  was  still  down  at    71  millions. 

Then  as  closely  as  can  be  estimated  for  1920 

it  doubled  to  150  millions. 

In  1921,  as  estimated,  it  doubled  again  to. . .  350  millions. 

In  1922 318  millions. 

In  1923  354  millions. 

In  1924 445  millions. 

In  1925 503  millions, 

a  total  in  eleven  years  closely  estimated  at  two  and  a  half  billions 
of  dollars. 
17 
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Roughly,  less  than  one-half  of  this  was  paid  for  with  bonds  as 
the  debt  increased  $1,119,000,000  during  the  period. 

My  business  experience  has  taught  me  that  when  figures  of  any 
kind  double  in  a  given  year  and  redouble,  there  is  an  abnormal 
reason.  Therefore,  knowing  that  the  jump  from  seventy-one  to 
one  hundred  and  fifty  and  to  three  hundred  and  fifty  probably  indi- 
cated something  fundamental,  I  searched  it  out,  and  I  can  give  you 
a  brief  idea  of  where  this  wave  of  spending  started.  When  the 
armistice  was  signed  the  immediate  thought  that  occurred  to  every- 
one was,  "  what  are  we  going  to  do  with  the  demobilized  men  and 
the  demobilized  industries?"  The  War  Industry  Board  worked  on 
a  plan  to  care  for  the  let-down  of  governmental  war  expenditures. 
Later,  President  Harding  called  a  conference  on  unemployment  in 
Washington.  As  a  result  of  that  conference  (quoting  from  the 
report  of  the  conference),  "The  War  Department  ....  success- 
fully expedited  the  resumption  of  local  public  works.  The  Presi- 
dent's conference  on  unemployment  of  September  21  marks  an 
epoch,  as  previous  to  its  sessions  unemployment  and  long-range 
planning  had  been  subjects  left  largely  to  groups  outside  of  the 
government.  The  sale  of  municipal  bonds  for  local  public  works 
broke  all  records  during  the  months  immediately  following  the  con- 
ference on  unemployment.  In  general,  American  cities  in  1921 
and  1922  made  the  greatest  efifort  on  record  to  extend  public  works 
during  the  employment  period.  The  effect  of  the  nation-wide  pro- 
gram, executed  because  of  a  national  emergency  under  national 
leadership,  was  a  powerful  one.  Organized  national  determination, 
locally  expressed,  galvanized  our  industrial  and  civic  forces  to 
fight  depression  and  unemployment  as  never  before.  Where  two 
forces  in  a  given  town  were  arrayed  one  against  another,  one  for 
and  the  other  against  some  immediate  public  project,  the  positive 
force  was  strengthened.  The  proposal  to  anticipate  public  works 
which  would  have  waited  ordinarily  until  a  more  convenient  season, 
came  from  the  conference  to  several  hundred  local  emergency  com- 
mittees. Road-building  was  given  a  national  impetus  by  the  pas- 
sage of  the  seventy-five  million  dollar  federal  aid  appropriation  to 
the  states  in  the  autumn  of  1921.  While  the  appropriation  was 
hanging  fire  in  Congress  the  chairman  of  the  conference  on  un- 
employment, Herbert  Hoover,  asked  the  governor  of  each  state 
how  much  road  building  he  could  have  under  way  within  ninety 
days  if  the  appropriations  were  passed.  The  governors  made  sub- 
stantial promises,  which  the  highway  commissions  undertook  to 
fulfill  after  the  passage  of  the  appropriations.  Aside  from  roads, 
the  Congress  did  not  increase  public  works  appropriations;  the 
Reclamation  Service  expended  for  construction  in  1921  less  than 
the  ten-year  average.  River  and  harbor  and  other  public  works 
appropriations  were  not  increased.     Federal  economy  was  held  to 
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preclude  an  increase  of  productive  public  work  during  the  depres- 
sion, and  to  require  a  postponement  of  new  federal  undertakings 
no  matter  how  necessary  or  economical  their  immediate  execution 
might  be.  An  important  part  of  federal  public  works  appropria- 
tions is  given  in  aid  of  or  subsidy  to  states  on  the  fifty-fifty  basis 
for  road  building." 

Another  quotation  gives  important  dates.  "  In  1916  road  appro- 
priations were  outlined  for  five  years  ahead."  That  brings  us  up 
to  1921.  "And  in  1922  a  similar  program  was  adopted  for  three 
years."  That  brings  us  up  to  1925.  "  In  the  latter  case  the  appro- 
priations totaled  540  million  dollars,  and  if  met  by  the  states  they 
will  provide  for  over  a  billion  dollars'  worth  of  road  building. 
This  is  an  intrenched  policy  likely  to  continue  to  command  the 
necessary  votes  in  Congress,  and  should  reach  a  great  total  in  the 
next  two  decades."  In  that  I  think  we  have  found  the  cause  of 
the  great,  sudden  and  continued  expansion — which  seems  to  have 
been  started  by  the  Federal  Government  while  stopping  its  own 
expenditures. 

Highways  being  the  largest  item  for  outlays,  it  is  important  that 
this  subject  be  quite  clearly  understood.  The  first  outstanding 
thought  comes  from  the  fact  that  there  were  about  20  million  cars 
and  trucks  registered  in  1925.  That  would  mean  20  million  drivers 
interested  in  good  roads.  If  there  is  added  one  person  from  the 
family  of  the  driver  or  in  the  manufacture  and  sale  and  upkeep  of 
automobiles  for  each  driver,  the  aggregate  is  at  least  40  million 
people,  all  interested  directly,  not  just  passively,  in  good  roads.  It 
is  a  safe  assumption  that  within  a  very  small  percentage  they  are 
all  voters,  which  is  an  impressive  thought  to  any  highway  com- 
mission. 

Furthermore,  of  the  3  million  miles  of  highways  the  U.  S.  Postal 
Service  uses  regularly  every  day  over  1,205,000  of  them — something 
over  one-third  of  all  the  highways  in  the  United  States.  In  1925 
the  federal  aid  had  amounted  to  372  millions.  There  is  no  relation 
between  the  facts  but  it  is  interesting  to  know  that  the  income  and 
excise  tax  collected  from  the  automobile  industry  by  the  Federal 
Government  to  1925  was  about  one  and  a  quarter  billion  dollars. 

In  1925  there  were  only  four  states  with  less  than  50,000  cars 
registered.  In  the  same  year  about  691,000  children  went  to  school 
in  busses  daily.  Also,  in  1925  over  55  per  cent  of  automobiles  were 
in  the  rural  districts  and  places  under  10,000  population. 

To  me  that  pretty  well  explains  the  sudden  growth  in  cos_t  of  the 
highways,  and  therefore  of  a  large  part  of  the  cost  of  local  gov- 
ernment. 

Just  as  impressive  a  story  about  the  growth  in  facilities  for  edu- 
cation is  omitted  here  for  lack  of  time  and  space.  Those  who  have 
not  seen  the  figures  for  new  school  buildings,  for  the  growth  of 
state  universities,  and  the  rest  of  it,  have  a  real  surprise  coming. 
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As  another  phase  of  state  expense,  it  is  not  beside  the  point  to 
list  something  of  the  extent  to  which  the  people  in  the  subdivisions 
are  turning  to  the  states  for  functions  that  are,  to  say  the  least, 
different  from  the  former-time  expectancies  from  the  states.  In 
1925  there  were  states  with  wharves,  ferries,  warehouses,  gasoline 
stations,  home  building  associations,  a  school  book  publishing  plant, 
electric  railway,  mills  and  elevators,  a  lime  plant,  a  land  settlement, 
a  coal  mine,  a  cement  plant,  and  the  customary  canals  and  toll 
bridges.  It  must  be  assumed  that  many  and  perhaps  all  of  these 
are  self-supporting  but  the  amount  of  money  that  they  cost  to  in- 
stall is  very  great  and  the  risk  of  loss  is  always  present  to  be  made 
up  out  of  taxes. 

Just  a  few  words,  now,  about  the  political  subdivisions  of  the 
states.  In  1923,  which  is  the  last  year  we  have  information  for  all 
of  the  cities  over  30,000  population,  the  cost  of  operating  the  15 
largest  cities  in  the  country,  with  a  combined  population  of  18.700, 
000,  was  more  than  the  cost  of  all  the  48  states.  In  addition,  there 
remained  all  the  other  cities,  towns  and  villages,  and  all  the  coun- 
ties in  all  the  states,  and  all  the  unnumbered  districts  put  together 
for  special  purposes.  I  have  been  amazed  at  the  number  of  coun- 
ties many  of  the  states  have.  This,  of  course,  cannot  be  altered 
now  but  3,100  counties  in  the  country  multiplied  by  the  number  of 
court  houses,  jails,  county  farms,  and  all  the  other  pieces  of  county 
machinery,  will  make  an  aggregate  cost  for  installation  and  annual 
operation  that  is  very  great.  I  am  not  minimizing  the  advantages 
we  enjoy  by  getting  the  people  into  easy  contact  with  government. 
I  am  only  counting  the  financial  cost.  Personally  I  think  it  is 
worth  the  cost. 

The  subdivisions  are,  of  course,  under  the  control  of  the  statutes 
of  the  states.  It  might  be  said  to  follow  then  that  it  is  the  un- 
doubted duty  of  the  states  to  see  to  it  that  these  subdivisions  do  not 
obligate  themselves  beyond  a  point  of  ordinary  safety.  Perhaps  to 
be  explicit  all  the  states  should  do  much  of  what  Massachusetts  is 
doing,  steadily  and  without  excitement.  I  speak  of  Massachusetts 
because  I  am  more  familiar  with  it.  No  doubt  other  states  are 
doing  as  well.  I  am  more  interested  in  the  fact  than  in  the  name 
of  the  state. 

The  separation  of  the  data  relating  to  the  states  from  their  sub- 
divisions is  useful  only  to  more  clearly  understand  the  problem,  but 
after  having  done  that  for  themselves  the  states  must  be  as  much 
interested  in  the  subdivisions  as  in  their  own  problems. 

Up  to  this  point  we  have  obtained  the  facts  of  the  matter  to  which 
I  referred  in  the  beginning.  It  remains  to  say  something  about 
the  causes  and  the  possible  remedy. 

In  whatever  manner  the  subject  of  state  expenditure  is  looked  at. 
oi  whatever  yardstick  of  necessity  or  whim  or  method  with  which 
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the  expenditure  may  be  measured,  it  eomes  inevitably  to  the  fact 
that  each  state  must  be  judged  by  its  own  expenditures.  If  there 
has  been,  or  is,  waste  or  construction  of  a  quality  beyond  the  need, 
or  otherwise,  then  to  that  extent  both  now  in  the  form  of  interest, 
and  later  in  the  redemption  of  the  bonds,  the  people  are  going  to 
have  less  money  to  put  into  homes  and  savings,  or  even  to  waste  in 
their  own  way  as  they  have  a  right  to  do. 

When  all  distinctions  and  differences  and  definitions  have  been 
said,  it  will  be  understood  that  there  is  but  one  way  to  pay  the  cost 
of  government,  which  is  comparatively  small,  and  the  cost  of  the 
other  things  that  we  call  upon  our  various  forms  of  government  to 
do,  for  example,  protection,  education,  highways  and  the  like,  and 
that  source  is  taxation.  Thus,  it  is  clear  that  the  question  of  where 
the  money  comes  from  is  by  no  means  as  important  as  where  it 
goes.  Much  homely  truth  was  displayed  by  a  recent  uplift  article 
which  was  headed  "  Tell  your  money  where  to  go,  don't  ask  it 
where  it  has  been." 

From  statistical  reports — and  I  want  to  emphasize  this  both  as  a 
statistician  and  as  a  business  man — no  one  can  tell  which  of  the 
expenditures  for  plant  and  running  expenses  and  which  of  the 
methods  of  government  give  rise  to  the  claims  of  waste.  A  local 
condition  may  be  the  foundation,  but  quick  growth  and  mere  size 
is  not  sufficient  to  be  the  cause  of  such  statements,  in  my  opinion. 

The  gross  size  has  reached  a  point  where  there  will  probably  be 
a  natural  reduction  in  the  orderly  course  of  events.  Good  highways 
are  now  everywhere,  while  ten  years  ago  they  were  not  numerous, 
except  in  the  denser  localities.  The  cost  of  highways  and  educa- 
tion have  been  the  cause  of  the  greatest  costs  in  these  recent  years. 
Advance  figures  for  1925,  from  the  Bureau  of  the  Census,  show 
that  the  per  capita  net  debt  decreased  in  27  states  when  compared 
with  1924.  Like  comparisons  of  the  cost  of  general  government 
show  decreases  in  14  states  and  interest  payments  decreased  in  16 
states.  The  totals  for  the  whole  48  states  are  increased  but  some 
of  the  states  are  slowing  down. 

The  good  that  has  come  and  will  be  permanent  by  good  highways 
is  probably  equal  to  the  imagination,  but  this  is  not  to  say  that 
unlimited  spending  can  continue  indefinitely.  It  cannot  be  long 
before  the  tax  bill  will  become  greater  than  the  value  of  the  benefits 
received.  This  does  not  spell  waste  nor  even  extravagance  so  far 
as  the  states,  of  themselves,  are  concerned.  But  does  it  not  mean 
that  regardless  of  what  is  called  pressure,  proposals  soon  must  bear 
a  scrutiny  more  exacting  than  they  may  have  experienced  here  and 
there  in  the  immediate  past  ?  The  best  brake  is  the  one  that  is  used 
by  the  people  themselves,  but  in  the  absence  of  such  a  movement 
originating  with  the  people  there  seems  to  be  a  need  for  the  reli- 
ance upon  a  firm,  kindly  and  courageous  use  of  the  veto  power  by 
those  who  are  given  it  to  use. 
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This  problem  cannot  be  decided  by  merely  stating  that  the  cost 
of  government  is  more  than  it  was  ten  years  ago  and  that  by  that 
fact  alone  we  should  endeavor  to  get  back  to  the  previous  standard. 
There  is  a  trite  saying,  but  accurate  today  to  an  enormous  extent, 
when  we  say  that  "  times  have  changed."  Times  have  changed, 
the  people  have  changed,  the  wants  and  desires  and  the  needs  of 
the  people  have  changed.  The  increase  in  population,  the  war,  the 
automobile,  installment  buying  and  rayon  as  a  fabric,  have  so  com- 
pletely altered  the  times  that  business  has  been  practically  recon- 
structed. The  process  of  transportation  has  altered  to  the  extent 
that  it  does  not  talk  the  same  language  it  did  twenty  years  ago. 
Religions  are  changing,  and  I  submit  that  much  of  whatever  awk- 
wardness in  which  government  finds  itself  at  this  time  is  due  to 
the  fact  that  government  has  not  changed  enough  to  keep  up. 

Federal  aid  has  had  and  will  continue  to  have  an  effect  upon  the 
debt  and  expenditures,  and,  therefore,  taxation  of  the  states  and 
their  subdivisions.  And  yet  it  is  rather  analogous  to  a  certain 
wholesale  gift  of  useful  institutions  throughout  the  country  in  which 
the  giver  gave  much  and  obtained  all  the  credit,  while  the  recipients 
eventually  gave  as  much  and  are  still  giving,  yet  the  only  ones  to 
realize  it  are  the  taxpayers. 

The  money  which  the  Federal  Government  uses  for  federal  aid 
can  come  only  from  some  form  of  taxation  and  it  may  be  possible 
that  there  are  states  who  would  prefer  somewhat  smaller  federal 
taxation  to  the  end  that  they  would  have  that  much  more  to  spend 
in  their  own  way  without  federal  aid. 

There  have  been  placed  into  my  hands  copies  of  the  financial 
reports  of  many  of  the  states.  Very  generally  they  are  alike,  un- 
doubtedly accurate  but  deadly  dull  reading.  There  is  no  reason 
why  financial  reports  need  to  be  so  hard  to  understand  that  even  a 
financially  trained  mind  will  nod  over  them.  They  can  be  made  as 
interesting  as  any  story  book  but  it  will  take  the  language  of  a 
story-book  writer  to  do  it.  The  states  and  their  local  subdivisions 
have  always  done  and  must  continue  to  do  the  most  interesting  and 
exciting  and  tragic  and  dramatic  things,  but  I  have  yet  to  see  a 
state  or  municipal  report  on  any  subject  that  sounded  as  though 
the  one  who  wrote  it  was  just  bursting  to  tell  his  story.  The  people 
will  appreciate  instead  of  misunderstand,  and  be  grateful  instead 
of  ungrateful,  just  as  soon  as  public  officials  report  in  a  language 
with  life  in  it  and  as  simple  as  the  people  talk  and  understand. 

Now,  having  considered  some  of  the  causes  for  the  effects  that 
are  around  about  us,  if  we  can  take  the  effects  out  and  put  them 
where  they  may  be  seen,  it  will  not  be  too  difficult  to  find  the  causes. 
And  then,  with  the  causes  out  where  they  can  be  recognized,  the 
remedial  acts  should  just  naturally  assert  themselves. 

Therefore,  we  have  as  effects: 
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1.  Large  and  growing  indebtedness,  too  much  not  being  paid  off 
at  maturity. 

2.  Large  and  growing  annual  cost  of  the  functions  inherent  in 
and  those  undertaken  by  government. 

3.  Evidence  through  the  increasing  interest  rate  that  some  eco- 
nomic influence  may  be  at  work  with  the  end  not  clearly  seen. 

4.  A  growing  worried  public  opinion,  the  extent  of  which  is  not 
yet  known  or  felt. 

Then  as  causes  there  may  be  recognized : 

1.  An  impetus  caused  by  the  war  and  the  automobile  that  could 
not  wait  for  an  orderly  handling. 

2.  The  influence  of  years  of  effort  by  many  people  and  associa- 
tions for  the  recognition  of  what  has  come  to  be  known  as 
social  welfare. 

3.  A  sort  of  competition  between  states  for  a  higher  grade  of 
living,  exactly  as  there  is  between  families  in  the  same  street. 

4.  Federal  aid.  In  this  it  is  beside  the  point  whether  or  not  the 
states  themselves  originated  the  idea. 

5.  A  well-defined  misunderstanding  by  government  of  the  change 
in  the  people  and  that  government  should  change  with  them. 

The  remedy,  I  believe,  is  comparatively  simple  but  quite  funda- 
mental. It  consists  of  awakening  in  the  people  an  economic  con- 
sciousness about  government  equal  to  their  present  political  con- 
sciousness. Every  voter  generally  has  some  idea  of  his  political 
contact  with  government,  but  in  the  course  of  a  year  and  a  half  I 
have  found  practically  no  one  who  had  any  clear  idea  of  his  eco- 
nomic contact  with  government  outside  of  his  taxes.  This  state- 
ment applies  to  both  rich  and  poor  alike  with  whom  I  have  talked. 
This  will  get  worse  before  it  is  better  because  the  Federal  Govern- 
ment has  just  taken  from  some  two  million  people  most  of  the 
little  direct  financial  contact  that  they  had  with  government  by 
exempting  them  from  income  taxes. 

The  cumbersome  financial  and  other  reports  of  government  must 
be  taken  out  of  the  wholly  defensive  frame  of  construction  and 
made  short  and  interesting  and  readable  by  the  people.  For  ex- 
ample, I  submit  with  this  a  proposed  form  for  a  balance  sheet  in 
language  any  unfinancial  mind  can  understand.  It  is  things  such 
as  this  that  governments  must  do. 

It  would  bring  good  results  if  the  reports  were  summarized  into 
not  more  than  eight  clearly- worded  pages;  they  can  be  issued 
within  three  months  after  the  end  of  the  year  and  each  year,  and 
a  copy  should  be  mailed  to  each  registered  voter  in  each  voting 
precinct,  exactly  as  a  corporation  mails  its  annual  reports  to  its 
stockholders.  There  is  a  new  idea,  I  believe.  From  my  point  of 
view  they  should  be  gotten  into  the  pockets  of  the  voters,  because 
as  at  present  minded  they  will  not  take  the  trouble  to  save  the  page 
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of  a  newspaper  that  contains  it,  but  most  of  them  will  not  throw  it 
aside  if  it  comes  by  mail  addressed  to  them.  This  will  cost  some 
money  but  the  saving  in  cost  of  present  reports  will  more  than  pay 
for  it,  and  looking  ahead  to  the  time  when  the  voters  will  under- 
stand economically,  it  will  be  worth  what  it  may  cost. 

In  other  words,  I  urge  simplicity  within  and  without,  and  prompt, 
fresh  publicity  throughout.  Based  upon  my  experience  in  the  past 
year  in  talking  to  the  people  of  the  State  of  Maine  about  these 
things,  with  Maine  only  as  a  subject,  I  do  not  hesitate  to  say  that 
th>e  old  idea  and  the  old  experience  that  the  people  will  not  be  in- 
terested is  passing  out.  They  are  already  becoming  interested;  the 
clerk,  the  barber,  the  truckman  are  now  making  a  place  for  this 
subject  in  their  lives.  They  should  be  told  and  told  and  taught, 
and  taught  until  they  get  it.  The  citizens  will  appreciate  to  the 
extent  that  they  understand. 

As  a  layman  I  assure  you  that  they  will  follow  the  right  when 
they  know  what  is  right. 

The  48  States 

Debt  Classified  by  Purpose  for  which  Incurred 

(From  Federal  Census  Reports — ooo  omitted) 


General  government  buildings. . . . 

Armories 

Agricultural  purposes  (not  agri- 
cultural schools) 

Highways  and  highway  purposes.. 

Charities,  hospitals  and  corrections 

Schools,  colleges,  etc. 

Parks  and  reservations 

Soldiers'  and  sailors'  relief  and 
homes 

War  loan 

Public  service  enterprises  and 
investments 

Miscellaneous 

Combined,  or  unreported  purposes 

Refunding  and  funding 


"Current  debt "  (revenue  notes 
and  warrants  not  classified  by 
purpose    


Total  gross  debt 


1925 

1915 

^13,312 
4,603 

^15,747 
5,118 

2,851 

829,020 
22,710 

29,490 

16,671 

171 

206,980 

16,935 
7,719 
6,734 

281,171 

7,693 

437 
1,241 

159,911 
13,587 

102.660 

28,537 
23,073 
70,116 

7 ',979 

54,004 

1,555,658 

436,81? 

189,993 

95,901 

^1,745,651 

^532,713 

Increase 


*;?2,435 

*5i5 

2,680 
622,040 

5-775 
21,771 

9,937 

280,734 
6,452 

131,374 
*9,486 

32,544 
17,975 


1,118,846 
94,092 


$1,212,938 


Per  cent 
Increase 


^15. 
^10. 


301. 

34- 
282. 
148. 


520. 

475- 
*4i. 

46. 

33- 


256. 
98. 


228. 


*  Decrease. 
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The  48  States 

Payment  for  Expenses 

(From  Federal  Census  Reports — ooo  omitted) 


General  government 

Protection  to  person  and  property 
Development  and  conservation  of 

natural  resources    

Conservation  of  health  and  sanita 

tion 

Highways 

Charities,  hospitals  and  corrections 

Education 

Recreation 

Pensions  and  gratuities 

Public  service  enterprises  and 

miscellaneous 


Interest 


Total  expenses  and  interest. 


Per  cent 

1925 

I9I5 

Increase 

Increase 

$85,569 
55.834 

$44,508 
26,295 

$41,061 
29.539 

92. 
112. 

56,386 

16,559 

39.827 

241. 

24.839 

144,280 

168,754 

397.700 

2,746 

92,519 

9,454 

22.768 

89,189 

147,164 

879 
14,883 

15.385 
121,512 

79.565 

250,536 

1,867 

77.636 

163. 
534- 
89. 
170. 
212. 
522. 

15.249 

9,469 

5.780 

61. 

1,043,876 

67,662 

381,168 
18,546 

662,708 
49,116 

174. 
265. 

11,111,538 

;^399.7i4 

$711,824 

178. 

Proposed  Form  for 
Consolidated  Balance  Sheet,  at  (date) 
ASSETS: 

The  public  properties  of  the  state  such  as  hospitals, 
institutions,  highways,  public  buildings,  etc.,  which 
are  needful  in  the  legislation  of  the  state,  health 
and  comfort  of  the  people,  have  a  value  of 

The  amount  of  cash  on  hand  or  in  banks  including 
securities  available  for  general  state  purpose  is. . 

Cash  restricted  for  specific  or  authorized  purposes.  . 

The  revenues  receivable  from  property,  business  and 
special  taxes  together  with  accounts  receivable 
from  various  sources  due  the  state  at  this  date 
amount  to 

The  state  investment  in  material  and  supplies  pur- 
chased in  anticipation  of  consumption  and  neces- 
sary to  the  conduct  of  the  affairs  are  valued  at. .  . 

All  other  assets  of  a  miscellaneous  character  amount 
to    

The  total  assets  of  the  state 
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LIABILITIES: 

There  are  immediate  demands  for  cash  for  accounts 
and  interest  payable  $ 

The  interest  on  bonds  issued  for  permanent  assets 
accrued  to  this  date  but  not  yet  due  amount  to. . .  $ 

There  are  loans  to  be  repaid  from  the  collection  of 
taxes  and  other  revenues $ 

There  are  loans  to  be  repaid  from  the  sale  of  bonds.  $ 

The  amount  of  state  bonds  outstanding,  proceeds 
from  sale  of  which  have  been  expended  in  per- 
manent assets  is    $ 

There  has  been  reserved  for  uncollectible  taxes  and 
accounts  together  with  a  reserve  for  depreciation 
and  other  contingencies  the  amount  of $ 

The  total  liabilities  of  the  state $ 

The  excess  of  assets  over  liabilities  representing  the 
amount  of  public  properties  financed  from  taxes 
and  other  revenue  amounts  to  $ 

Chairman  McKenzie:  I  am  sure  we  appreciate  the  paper  Mr. 
Brockway  has  presented,  and  that  is  the  last  of  the  formal  papers. 

We  have  now  come  to  a  point  where  these  three  topics  are  open 
for  general  discussion,  that  is,  control  of  public  expenditures,  what 
are  the  states  spending  money  for.  and  state  excise  taxes.  Will  you 
please  make  it  snappy?  In  this  discussion  we  are  limited  to  seven 
minutes,  and  if  you  can  say  it  in  three,  do  not  use  seven.  Give 
your  names. 

William  A.  Hough  (Indiana)  :  Mr.  Chairman,  and  gentlemen 
who  are  leaving  and  those  who  are  waking  up :  I  want  to  say  just 
a  few  words  about  the  control  of  public  expenditures  from  the 
standpoint  of  a  law  which  has  been  in  operation  in  the  State  of 
Indiana  for  the  past  five  years. 

There  are  three  elements  that  are  to  be  considered  as  the  funda- 
mental propositions  in  regard  to  the  burdens  of  taxation.  The  first 
of  these  is  the  equitable  assessment  of  all  property  which  is  assess- 
able for  taxation ;  the  second  of  these  is  exemption  of  property 
from  taxation,  because  every  dollar's  worth  of  property  that  is 
taken  off  the  tax  duplicate  by  law  casts  its  burden  upon  the  remain- 
ing property ;  and  the  third  is  the  control  of  public  expenditures. 

Our  law  provides  that  in  every  taxing  unit  of  the  state  a  budget 
must  be  published,  upon  which  the  tax  rate  is  based,  and  ten  tax- 
payers in  any  taxing  unit  in  the  state  may  bring  that  budget  and 
that  rate  before  the  State  Board  of  Tax  Commissioners  for  review. 
The  same  right  is  vested  in  the  taxpayer  to  bring  before  the  State 
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Board  of  Tax  Commissioners  any  bond  issue  in  excess  of  $5000 
which  is  proposed  by  the  local  taxing  officers.  Here  is  a  central 
body  of  control  which  may  review  the  contract  price,  the  purpose 
for  which  the  money  is  to  be  expended,  the  character  of  the  im- 
provement and  whether  or  not  the  taxing  unit  can  afford  the  type 
of  improvement  which  they  desire. 

Now,  I  just  want  to  say  a  few  words  about  some  of  the  things 
which  have  been  done  under  the  operation  of  the  law.  I  want  to 
try  to  bring  down  into  a  period  of  seven  minutes  what  would  take 
about  an  hour  to  say,  and  when  I  get  through  I  hope  that  Mr. 
Zoercher  from  our  state  will  take  it  right  up  where  I  left  off  and 
tell  you  some  of  the  things  that  have  been  done. 

Under  the  operation  of  this  law  we  have  saved  in  the  State  of 
Indiana  more  than  $48,000,000 — directly  saved,  and  retained  in  the 
pockets  of  the  taxpayers,  and  that  has  been  saved  by  reduction  in 
the  tax  levies  that  have  been  proposed,  by  the  denial  of  unnecessary 
bond  issues  and  by  the  reduction  in  costs  of  improvements,  where 
there  appeared  to  be  in  the  contract  price  or  in  the  proposition  a 
large  excess  over  and  above  what  the  improvement  ought  to  have 
cost,  resulting  either  from  waste,  extravagance,  graft  or  incom- 
petence on  the  part  of  the  officers  who  proposed  the  improvements. 
It  does  not  make  a  bit  of  difference  to  the  taxpayer  whether  his 
money  is  lost  through  graft  or  waste  or  extravagance;  his  money 
is  gone.  We,  when  these  matters  are  brought  before  us,  review  the 
tax  levies,  with  a  view  to  ascertaining  whether  or  not  the  local 
officers  are  raising  more  money  than  is  necessary  to  economically 
administer  the  business  of  the  county,  the  city,  the  state  or  the 
township.  And,  when  a  bond  issue  is  proposed,  we  look  at  the 
necessity  for  the  improvement,  the  ability  of  the  taxing  unit  to  pay 
for  it,  the  sentiment  of  the  voters  in  the  taxing  unit,  and  whether 
or  not  the  contract  price  is  extravagant. 

We  have  all  sorts  of  proposals  made  to  us  by  people  who  are 
fathering  these  improvements,  and  I  want  to  say,  too,  right  here, 
Gentlemen ;  I  never  saw  a  contract  that  was  full  of  fraud  and  graft 
but  what  it  was  masquerading  behind  the  banner  of  progress.  That 
is  what  these  fellows  say  when  they  come  up  with  large  bond  issues 
and  all  sorts  of  projects,  that  would  never  be  granted  in  the  world 
by  a  business-like  corporation  or  a  well-managed  private  business. 

We  have  before  our  board  bond  issues  for  the  construction  of 
school  houses,  and  they  always  tell  us  about  the  wonderful  advan- 
tages of  education,  and  how  we  should  look  to  the  welfare  of  these 
fine  little  boys  and  girls  who  are  to  become  the  future  citizens  of 
the  great  State  of  Indiana.  They  never  tell  you  anything  about 
what  their  school  house  is  going  to  cost.  They  talk  in  these  glit- 
tering generalities. 

We  had  a  school-house  project  before  our  board  like  this — and 
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we  have  had  hundreds  of  them — out  in  Lawrence  township,  right 
near  the  City  of  Indianapolis ;  they  proposed  to  build  a  school  house 
to  take  care  of  about  480  pupils,  and  they  came  before  our  board 
with  a  proposed  bond  issue  of  $190,000  to  build  a  school  house. 
We  thought  it  was  too  much  money.  They  advertised  for  bids,  and 
the  lowest  bid  that  they  received  for  the  construction  of  that  school 
house  was  $185,800,  and  we  said  it  was  too  much  money,  and  they 
brought  in  a  large  number  of  taxpayers,  fifty  or  more  people  from 
that  neighborhood,  with  the  tears  rolling  down  their  cheeks  and 
praying  for  the  relief  of  their  overcrowded  condition;  didn't  say 
much  about  the  nice  basketball  gymnasium  they  wanted  to  have  in 
connection  with  the  school  house. 

We  told  them  it  would  cost  too  much.  They  said,  "  This  is  our 
money,  and  we  ought  to  spend  it  the  way  we  please."  But,  we  were 
adamant,  and  we  compelled  those  people  to  advertise  for  bids  again. 
The  first  time  they  had  three  bidders,  and  the  next  time  they  had 
eleven  bidders,  because  we  wrote  a  lot  of  letters  to  contractors  that 
this  school  building  was  going  to  be  let,  and  without  any  change 
in  the  plans  and  specifications,  gentlemen,  with  the  exception  of 
reducing  the  width  of  a  stone  cornice,  which  saved  them  $2300. 

They  let  the  contract  to  build  that  school  house  for  $115,000. 
Go  on  there,  Mr.  Zoercher. 

President  Vaughan  :  Chairman  Bliss  of  the  resolutions  com- 
mittee desires  attendance  at  a  meeting  of  that  committee  imme- 
diately after  the  adjournment  of  this  session,  right  in  front  of  the 
rostrum. 

You  will  be  interested  to  know  that  up  to  an  hour  ago  this  con- 
ference has  522  registrations.  That  is  by  far  the  largest  registra- 
tion we  have  ever  had;  43  states  and  the  District  of  Columbia 
represented,  only  six  states  not  represented. 

I  also  call  your  attention  to  a  reprint  of  the  report  of  the  National 
Committee  on  Inheritance  Taxation  that  was  held  at  New  Orleans. 
The  book  was  in  such  demand  that  there  has  been  another  edition 
of  it,  and  you  can  get  copies  in  the  registration  room,  any  one  who 
wants  to  take  it  home. 

I  believe  that  all  but  four  states  have  named  representatives  on 
the  resolutions  committee.  The  states  which  have  not  designated 
are  Delaware,  Iowa,  Georgia  and  North  Dakota.  If  the  represen- 
tatives of  those  states  are  here,  take  notice  accordingly. 

Philip  Zoercher  (Indiana)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen :  I  will  not  repeat  anything  that  I  said  a  year  ago,  or 
that  was  said  possibly  two  years  ago,  but  I  will  just  give  you  some 
actual  experiences  that  we  had  this  fall  in  the  hearings  I  had  on 
tax  levies. 

Now,  the  Washington  gentleman  said  in  reference  to  the  Wash- 
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ington  budget  that  unless  a  taxpayer  has  some  rehef  or  some  board 
that  he  can  appeal  his  budget  to,  if  the  officers  do  not  prepare  a 
proper  budget,  how  does  he  get  the  relief? 

Now,  for  instance,  in  Vigo  County  a  proposition  for  a  road 
repair  levy  by  the  County  Commissioners  was  14.9  cents.  A  year 
ago  that  same  levy  was  heard,  and  we  reduced  it  to  7  cents,  be- 
cause at  the  hearing  the  showing  was  made  that  they  did  not  adopt 
business  principles  and  business  methods  in  keeping  the  roads  in 
repair.  We  pointed  out  to  Vigo  County  that  in  the  County  of 
Wayne  they  had  adopted  the  patrol  system  in  keeping  their  roads 
in  repair.  We  showed  them  that  the  method  in  that  county  was  by 
dividing  the  county  in  districts  and  having  some  one  in  charge  of 
patrolling  those  roads  continually,  and  that  without  that  they  never 
could  keep  the  roads  in  the  best  condition  at  the  least  cost  per  mile. 
I  called  their  attention  at  the  hearing  at  Vigo  County  to  that  a  year 
ago,  and  we  cut  it  down  to  7  cents.  This  year  they  proposed  to 
jump  that  to  14.9  cents,  and  the  first  question  I  asked  was:  Let  me 
see  the  reports  of  your  road  superintendent  to  see  whether  they 
followed  the  law.  The  law  says  that  the  assistant  superintendent 
shall  file  with  the  County  Highway  Superintendent  on  or  before 
the  22nd  day  of  each  month  an  itemized  statement  of  all  the  work 
done  by  him  or  under  his  supervision,  showing  the  names  of  par- 
ties who  performed  the  work;  the  dates  upon  which  the  work  was 
done;  the  nature  of  the  work;  upon  what  road  or  roads,  and  if  new 
material  is  used  either  by  putting  on  gravel  or  stone  or  repairing 
approaches  or  culverts,  the  cost  of  such  material  and  the  report 
shall  be  sworn  to. 

Now,  when  I  looked  at  those  reports  all  that  there  was  on  them 
was  hours  and  names  of  the  men  that  worked.  It  did  not  show  on 
what  road,  or  whether  they  furnished  any  gravel  or  stone,  or  what 
was  paid  for  it.  I  said,  "  I  think  that  I  shall  report  to  the  board 
that  we  wall  cut  this  down  to  where  it  was  last  year,  7  cents,  from 
14.9  cents."  That  evening  I  was  met  by  a  committee  of  taxpayers, 
large  taxpayers,  in  the  City  of  Terre  Haute,  and  a  committee  of 
tlie  automobile  association,  a  joint  meeting,  and  at  this  meeting 
they  showed  me  that  the  City  of  Terre  Haute  was  paying  25  cents 
a  cubic  yard  for  gravel  at  the  pit,  and  the  county  was  paying  for 
that  same  gravel  12J!^  cents.  One  of  the  attorneys  at  that  meeting 
also  said  that  he  had  a  copy  of  an  affidavit  in  his  possession  that 
three  years  ago  a  farmer  who  had  some  gravel  on  his  land  agreed 
to  sell  the  gravel,  and  he  did  sell  it  for  10  cents  a  cubic  yard,  and 
that  same  gravel  was  paid  for  by  the  county  at  70  cents  a  yard. 

Now,  some  of  you  are  laughing,  as  though  that  is  only  in  Indi- 
ana, but  I  tell  you  you  will  find  it  in  every  state  in  the  Union, 
something  of  that  kind. 

Voice  :  We  do  in  Montana. 
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Voice:  Virginia,  too. 

Mr.  Zoercher  (continuing)  :  The  next  morning  the  County  Com- 
missioner was  there.  He  said,  "  What  are  you  going  to  do ;  are 
you  going  to  do  what  you  said  yesterday,  reduce  it  to  7  cents?" 
I  smiled.  I  said,  "  I  heard  something  last  night."  I  said,  "  What 
did  you  say  you  paid  for  gravel,  $1.25?  I  heard  last  night  that 
that  same  gravel  was  bought  by  Terre  Haute  at  25  cents  a  yard," 
and  I  said,  "'  I  think  I  will  have  to  report  even  less  than  7  cents." 

Then  of  course  he  was  going  to  take  it  to  court  and  appeal  to 
the  Supreme  Court  of  the  United  States  to  see  if  the  right  of  local 
self-government  can  be  taken  away,  and  all  such  bunk;  but  we  re- 
duced it  to  6  cents,  and  then  told  the  committee  that  unless  they 
worked  with  this  committee  of  taxpayers,  who  were  willing  to  give 
their  time  gratis  to  do  a  public  service;  that  until  they  followed 
the  law ;  until  they  were  ready  to  give  the  people  value  received, 
we  would  keep  it  down  to  the  minimum,  on  the  theory  that  the  less 
money  there  was,  the  less  they  could  spend. 

We  had  a  bond  hearing  for  a  bridge  in  Carroll  Count>'.  They 
advertised  for  a  bond  issue  of  $95,000.  Under  our  law,  when  a 
bridge  is  built,  ten  days  before  the  letting,  any  contractor  can  file 
his  own  specifications  and  bid  on  those  specifications. 

When  the  time  came  for  letting  the  contract,  there  were  two 
independent  bids  or  plans  filed.  There  was  no  bidding  on  the 
county  engineer's  plan  at  all.  When  the  time  came  and  the  county 
commissioners  opened  the  bids,  one  was  on  the  Newton  plans,  and 
one  was  on  the  ]\Iarshall  plans.  The  Newton  plans  called  for 
$82,000  for  this  bridge,  and  called  for  an  extra  amount  for  piling — 
for  piling  was  necessary  under  the  piers.  The  other  bid  on  the 
Marshall  plan  provided  for  the  complete  amount,  for  $82,800,  $800 
more  than  the  other  one. 

Now^  on  the  face  of  it  the  National  Concreting  Company  had 
the  lowest  bid,  and  the  County  Commissioners  let  the  contract  to 
him,  and  when  the  bids  were  reported  to  us,  we  handed  it  over  to 
our  engineer  to  check  it  over.  After  he  had  checked  it  over  and 
made  his  estimate,  he  went  to  the  state  engineer  of  the  highway 
commission,  submitted  his  report  to  him,  and  asked  him  to  check 
it  over;  and  what  was  the  result?  Under  the  Marshall  plans  they 
had  a  bridge  33  feet  longer  with  fully  25  per  cent  more  material 
in  the  bridge,  and  considering  piling  under  each  one  of  the  piers, 
they  had  the  lower  bid  by  $2200,  but  the  contract  was  awarded  to 
the  other.  When  we  asked  the  commissioners  why  they  let  the 
contract  under  the  law,  where  they  had  to  submit  their  bids  to  us 
for  approval  or  investigation,  they  said  the  law  said  that  they  had 
to  let  the  contract  the  same  day.  Of  course  we  construed  that  that 
was  true,  unless  it  was  appealed.  When  it  came  to  our  board,  with 
taxpayers  appealing  to  our  board  before  they  let  the  contract,  they 
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would  have  to  wait  the  finding  of  our  board,  so  we  turned  it  down. 
They  advertised  again,  and  the  next  time  they  did,  the  contract 
was  let  for  less,  and  right  on  the  face  of  the  contract  the  National 
Concreting  Company  wrote :  "This  contract  is  for  the  entire  bridge, 
piling  and  all."  Why  didn't  they  write  that  on  there  in  the  first 
place  ? 

Rupert  F.  Asplund  (New  Mexico)  :  I  think,  as  a  representa- 
tive of  taxpayers,  organized  for  the  purpose  of  studying  public 
revenues  and  expenditures,  it  is  opportune  that  we  should  express 
our  appreciation  of  the  attention  that  is  being  paid  to  this  subject 
of  public  expenditures. 

I  believe  the  real  test  of  democracy  is  going  to  come  on  this 
question  of  being  able  to  control  expenditures.  Heretofore  there 
has  seemed  to  be  evidence  of  a  tendency  among  the  states  and 
among  the  different  communities  of  the  states  to  out-run  one  an- 
other, to  outdo  one  another  in  this  matter  of  public  expenditures. 
We  are  glad  to  see  that  there  is  a  tendency  in  the  other  direction. 

I  am  reminded  in  this  connection  of  a  story  told  down  in  New 
Mexico  in  the  campaign  last  fall.  I  was  down  there  working  for 
the  Republican  candidate,  and  he  called  attention  to  the  fact  that 
the  women  were  beginning  to  take  their  places  with  men  in  the 
various  activities  of  life,  entering  business,  and  in  many  instances 
proving  superior  to  men  in  business ;  that  they  were  in  politics  and 
proving  excellent,  if  not  better,  politicians  than  the  men;  they  were 
going  into  this  line  and  in  that  line,  and  in  every  way,  he  said,  they 
are  proving  their  equality  or  superiority  to  men ;  and  now,  he  says, 
they  are  trying  to  outstrip  each  other. 

Now,  this  question  of  economy  is  one  in  which  we  are  very 
much  interested  in  New  Mexico. 

We  have  told  something  about  it  before  this  conference  before, 
and  there  has  been  something  written  about  it  in  the  Bulletin.  The 
two  youngest  states  in  the  Union  are  those  that  have  the  oldest 
associations  of  taxpayers,  Arizona  and  New  Mexico.  Arizona  began 
theirs  about  thirteen  years  ago,  and  New  Mexico  organized  its 
association  something  like  eleven  years  ago. 

I  won't  take  the  time  to  tell  you  about  our  methods  down  there. 
We  had  to  go  a  little  stronger  than  even  Indiana. 

I  want  to  say  this :  While  we  are  waiting  for  democracy  to  meet 
this  test  of  controlling  public  expenditures,  we  want  to  pay  our 
unbounded  admiration  and  respect  to  those  officials,  many  of  whom 
are  in  this  audience,  who  have  the  backbone  and  the  common  sense 
to  lead  the  way  in  this  matter  of  economy  in  public  expenditures. 
What  Indiana  has  done  is  of  tremendous  value  in  pointing  the  way. 

In  New  Mexico  our  law  gives  the  state  tax  commission  practi- 
cally the  right  to  strong-arm  the  localities.  They  have  entire  con- 
trol over  the  approval  of  budgets  in  counties  and  cities  and  in  the 
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determination  of  the  tax  levies  that  are  necessary  to  meet  the  appro- 
priations. We  are  trying  to  take  a  leaf  from  Indiana's  notebook 
with  reference  to  control  of  bond  issues.  We  have  not  been  able 
to  go  to  the  extent  that  Indiana  has  in  that  way  yet,  but  we  have  a 
simple  little  law  that  requires  any  community  intending  to  vote  on 
a  bond  issue  to  direct  a  questionnaire  to  the  commission  for  all 
necessary  information  that  the  taxpayers  should  have  with  refer- 
ence to  limits  and  interest  and  rates  and  so  on,  with  reference  to 
the  proposed  bond  issue;  and  we  have  had  a  decision  that  has  been 
equal  to  that  of  Indiana,  in  holding  onto  this  matter  of  economy 
in  public  expenditures  and  holding  down  the  expenses  within  the 
local  limits,  and  in  developing  the  budget  system  to  its  perfection. 

Now,  the  responsibility,  it  is  often  said,  rests  upon  the  people. 
Of  course  it  does,  in  the  long  run,  but  there  have  to  be  leaders  who 
have  to  take  some  responsibility  for  themselves  while  that  intelli- 
gence, that  knowledge,  comes  to  the  people,  which  they  need,  to  act 
intelligently. 

How  are  you  going  to  get  this  to  the  people  except  through  un- 
officially supported  agencies  like  the  bureaus  of  municipal  research, 
which  is  the  form  which  they  take  in  the  eastern  states,  or  tax- 
payers' associations  which  is  the  form  it  takes  in  the  western  states  ? 
These  associations  are  not  always  popular  institutions.  They  do 
not  always  have  wide  popular  support.  There  are  interested  tax- 
payers who  are  willing  to  pay  money  to  support  these  organizations, 
in  order  that  people  may  know.  Just  as  long  as  these  associations 
and  organizations  confine  themselves  to  the  duty  of  fact  finding 
and  publishing  facts,  they  will  not  meet  any  undue  opposition  on 
the  part  of  the  public.  Occasionally  they  have  to  take  a  stand  on 
some  things,  and  as  a  rule  we  find  these  organizations  are  popular 
until  they  step  upon  somebody's  pet  scheme,  and  they  then  are  an 
excrescence  on  the  surface  of  the  earth. 

But,  there  is  no  other  way  in  which  people  are  going  to  find  out 
about  public  expenditures  except  through  these  unofficial  agencies. 

Now,  we  have  in  Arizona  and  New  Mexico  and  in  Utah  and 
California  and  Nevada  and  Montana  and  Washington,  and  other 
western  states,  these  taxpayers'  associations ;  and  they  have  banded 
themselves  together  in  an  annual  conference.  They  have  had  four 
sessions.  They  met  this  fall  in  Los  Angeles,  and  they  are  taking 
deep  interest  in  the  work  of  the  National  Tax  Conference.  Their 
representatives  are  here,  because  they  feel  that  they  can  find  out  a 
great  deal  about  this  matter  of  taxation  in  this  conference  that  they 
can  apply  in  the  work  of  letting  the  people  know  where  the  money 
comes  from  and  where  it  goes. 

C.  A.  Dyer  (Ohio)  :  I  have  been  terribly  disappointed  at  this 
session  so  far,  because  nobody  has  held  up  Ohio  or  her  taxation 
system  as  a  horrible  example.     I  don't  know  how  you  overlooked  it. 
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W.  A.  Hough  (Indiana)  :  Give  me  five  minutes  more,  and  I 
will  hold  her  up. 

Mr.  Dyer:  I  feel  sorry  for  Indiana,  very  sorry.  When  a  state 
entrusts  the  spending  of  its  money  to  two  or  three  men,  it  is  all 
right  as  long  as  it  is  in  the  hands  of  two  or  three  high-grade  and 
conscientious  men,  but  what  will  happen  in  the  end?  That  is  what 
they  say  to  us  when  we  talk  about  some  sort  of  a  plan  of  that  sort. 

We  cured  the  debt  trouble  in  Ohio.  In  1921  we  passed  a  law 
that  prohibited  the  borrowing  of  money  for  current  expenses,  and 
defined  current  expense  as  the  expenditure  of  money  for  anything 
that  had  a  life  of  less  than  five  years.  The  bonds  are  serial,  and 
bonds  are  only  issued  for  the  length  of  the  life  of  the  improvement 
project.  That  was  a  fine  law,  but  we  found  out  there  was  some- 
thing wrong. 

When  they  could  not  borrow  money  for  current  expenses,  they 
would  steal  sinking  funds  and  so  forth,  so  we  had  to  pass  a  budget 
law  last  year,  which  provides  that  when  a  fiscal  officer  certifies  that 
there  is  money  in  the  treasury  or  in  the  process  of  collection,  for 
expenditure  during  the  current  year,  he  is  liable  personally,  and  is 
liable  on  his  bond. 

Now  we  have  the  spectacle  of  cities  out  of  business  and  county 
officers  in  some  places  not  getting  their  money,  because  in  the  State 
of  Ohio  today,  in  1926,  there  isn't  a  bit  of  money  being  expended 
unless  it  be  collected  in  1926.  We  are  decreasing  the  power  of 
officers  to  issue  bonds  without  a  vote  of  the  people;  and,  referring 
to  the  Washington  address,  we  got  away  from  minorities  because 
bonds  can  only  be  voted  by  people  at  the  November  elections.  We 
do  not  have  special  elections  for  bond  issues.  But  we  found  out 
one  thing;  that  a  balanced  budget  system  does  not  mean  anything 
unless  somebody  goes  to  inspect  the  budget.  They  have  done  that 
in  quite  a  number  of  places,  and  we  expect  to  get  our  folks  edu- 
cated so  that  they  will  go  to  budget  hearings  and  imitate  the  folks 
over  in  the  New  England  states.  We  are  trying  to  educate  the 
voters  in  Ohio  to  take  care  of  their  public  business,  and  we  are 
increasingly  more  successful  all  the  time,  and  bond  issues  over 
there  have  pretty  rough  sledding.  Brother  Zangerle  can  testify  to 
that.  They  simply  mow  them  down  unless  they  are  things  that  are 
absolutely  necessary. 

I  believe  a  better  way,  in  place  of  entrusting  it  to  two  men,  not 
knowing  who  their  successors  are  going  to  be,  is  to  educate  the 
people,  and  I  think  you  always  have  a  majority  of  honest  people 
who  will  go  to  the  polls  in  November. 

E.  P.  Doyle   (New  York)  :  There  is  a  greater  menace  in  the 
constant  increase  of  state,  federal  and  local  functions  than  the  mere 
overburden  of  the  taxpayer,  and  I  will  tell  you  what  it  is.     If  the 
18 
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authorities  in  New  York  State  take  the  last  election  as  a  mandate, 
they  will  proceed  to  municipal  operation  of  public  utilities  and 
state  operation  of  water  power  facilities.  That  would  add  in  my 
city  alone,  with  125,000  officeholders  there  now,  75,000  more  office- 
holders. 

Now,  in  New  York  City  there  are  1,200,000  voters,  roughly 
speaking;  200,000  officeholders  with  their  relatives  and  friends  and 
people  with  whom  they  do  business  could  very  easily  control  the 
elections,  absolutely.  They  do  now  control  the  primaries.  Nearly 
every  district  leader  of  both  parties  is  an  officeholder,  either  state, 
federal  or  local,  and  the  ordinary  citizen  has  no  more  to  say  about 
the  primaries  than  he  has  about  the  primaries  in  Indiana.  He  has 
nothing  to  say  at  all  about  the  choosing  of  candidates;  and  if  you 
add  to  the  functions  of  government  so  that  the  officeholders  would 
control  the  elections,  as  they  easily  could,  if  we  have  municipal 
operation  of  public  utilities  and  state  operation  of  public  utilities, 
we  would  have  a  bureaucratic  form  of  government  without  the 
citizen  having  anything  to  say  as  to  the  candidate  he  shall  vote  for 
on  the  election. 

O.  B.  BjoRXsox  (Minnesota)  :  We  in  Minnesota  are  very  much 
interested  in  the  Indiana  plan.  We  have  heard  so  much  about  it. 
We  have  been  told  that  the  Indiana  plan  proved  so  obnoxious  to 
the  people  of  Indiana  that  they  prevailed  upon  their  legislature  to 
practically  emasculate  the  law  as  soon  as  it  had  been  tried  out  for 
a  year  or  two.  That  is  practically  all  I  have  to  say.  I  yield  the 
remainder  of  my  seven  minutes  to  the  Indiana  twins. 

W.  A.  Hough  (Indiana)  :  Mr.  Chairman,  the  original  law  was 
passed  in  1919,  and  that  law  provided  that  every  bond  issue,  no 
matter  if  it  is  only  for  $100,  had  to  automatically  come  before  the 
State  Board  of  Tax  Commissioners,  without  any  petition  being  filed 
by  taxpayers.  It  also  provided  that  every  tax  levy  that  was  made 
should  come  before  the  State  Board  of  Tax  Commissioners  and  be 
confirmed  before  it  be  made  binding  upon  the  community.  Every 
time  the  State  Board  of  Tax  Commissioners  turned  down  a  bond 
issue  or  cut  down  a  tax  levy,  a  howl  for  "  home  rule  "  went  up. 

The  law  was  not  emasculated;  it  was  absolutely  repealed  in  1920 
at  a  special  session.  I  was  in  California  when  they  did  it  (laughter). 
The  next  March  the  law  was  put  back  on  the  statute  books,  because 
when  this  repealing  clause  went  into  effect,  on  the  first  day  of 
January,  which  took  away  from  the  State  Board  of  Tax  Commis- 
sioners any  supervision  over  bond  issues  at  all,  between  the  first 
day  of  January  and  the  first  day  of  March — two  months — there  were 
issued  in  the  State  of  Indiana  $30,000,000  of  bonds,  and  those  facts, 
presented  to  the  legislature,  resulted  in  the  present  law  being  passed; 
and  it  has  been  strengthened  by  every  legislature  we  have  had  since 
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then.  There  has  been  a  bill  introduced  to  repeal  it  at  every  legis- 
lature that  we  have  had,  and  they  have  never  been  able  to  get  it 
through.  We  haven't  one  dollar  indebtedness  in  the  State  of  In- 
diana today.  Our  state  has  a  budget  law,  as  well  as  all  of  her 
counties  and  cities,  and  we  have  in  our  state  something  that  very 
few  people  have,  and  that  is  a  state  taxpayers'  association  that  is 
taking  an  interest  in  the  expenditures  of  every  taxing  unit  in  the 
State  of  Indiana,  school  boards,  boards  of  health,  sanitary  boards, 
and  the  city  councils,  who  make  their  appropriations.  They  are 
taking  an  interest  in  that  thing,  and  I  wish  Miesse,  of  that  asso- 
ciation, were  here.  He  could  tell  you  some  of  the  remarkable  things 
that  have  been  done. 

A  budget  law  without  any  right  of  appeal,  simply  with  a  right 
of  hearing  before  the  officers  making  the  levy,  will  never  amount 
to  a  hill  of  beans.  You  have  to  have  some  power  over  them,  or 
they  will  blow  the  people  out  of  their  meeting  without  any  results 
at  all.  They  don't  find  out  all  the  things,  anyway,  because  in  these 
budgets  that  are  published,  they  set  out  to  the  people  under  the 
different  items  the  amount  of  money  which  they  propose  to  expend, 
and  then  they  make  a  levy  sufficient  to  cover  that  amount. 

In  Randolph  County  this  year  they  had  a  tax  levy  for  county 
purposes  of  18  cents.  When  applied  to  their  total  assessable  prop- 
erty, it  raised  just  exactly  the  amount  that  they  set  out  in  their 
budget.  It  was  a  good-looking,  rather  economical  budget,  but  there 
was  an  appeal  taken  to  our  board  anyway.  Just  to  have  the  thing 
looked  over,  we  went  down  there  and  we  looked  it  over  with  some 
degree  of  care.  They  asked  for  an  expenditure  of  $85,000,  and  I 
asked  the  auditor  how  much  of  a  balance  they  had  on  hand.  Well, 
the  auditor  didn't  know,  and  the  county  treasurer  didn't  know,  but 
we  found  out  that  they  had  a  balance  on  hand  of  $102,000 ;  enough 
to  run  that  whole  county  without  one  penny  of  a  levy,  and  we  cut 
the  whole  levy  out  and  said,  "'  Spend  your  balance  and  don't  burden 
your  taxpayers  here  when  you  have  enough  money  on  hand  already 
to  run  your  county." 

And  Mr.  Zoercher  in  his  territory  had  a  similar  experience  down 
in  Carroll  County  where  they  had  fattened  up  a  nice  handsome 
balance,  resting  in  the  hands  of  the  bankers,  no  doubt,  who  had 
supported  the  officers  who  were  in  office,  of  $195,000,  and  their 
budget  only  called  for  $80,000 — enough  to  run  that  county  for  two 
years,  without  one  penny  of  levy  being  made  for  county  purposes. 
That  is  what  we  made  them  do,  and  they  had  a  balance  of  $25,000 
at  the  end  of  the  time,  when  they  had  had  no  levy  for  a  period  of 
two  years.     Thank  you. 

Chairman  McKenzie:  The  gentleman  from  Ohio  a  little  while 
ago  alluded  to  New  England.  I  wonder  if  the  delegate  from 
Massachusetts  has  anything  to  say  this  evening. 
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Henry  F.  Long:  We  are  silent.  We  came  here  to  grow  in 
wisdom. 

Chairman  McKenzie:  We  shall  have  to  adjourn  this  meeting 
in  a  few  minutes.    If  you  have  anj^thing  more  to  say,  do  it  quickly. 

Mr.  Zangerle  (Ohio)  :  Just  one  question:  If  the  Indiana  com- 
mission on  appeal  overrules  the  local  authorities,  is  there  any 
appeal  ? 

Voice:  No. 

Mr.  Zangerle  :  Secondly,  is  the  issue  of  bonds  limited — does,  it 
require  a  vote  of  the  people  to  issue  bonds,  we  will  say,  for  bridges? 

Mr.  Zoercher  :  No,  no. 

Mr.  Reiter  (Detroit,  Michigan)  :  I  should  not  want  the  vote  to 
seem  quite  unanimous  for  Indiana,  at  least  speaking  for  the  larger 
cities.  One  of  the  speakers  I  think  well  said  that  the  financial 
problems  resolve  themselves  into  seeing  that  the  appraisal  or  assess- 
ment is  100  per  cent,  or  is  fairly  and  equitably  made,  and  then 
comes  the  question  of  expenditures,  the  control  of  expenditures. 

I  am  glad  to  be  in  a  big  city,  at  least  in  Detroit.  I  am  glad  that 
there  is  no  state  agency  which  can  review  the  municipal  budget. 
I  can  see  how  we  might  very  well  have  the  State  Tax  Commission 
supervise — and  I  believe  some  state  authority  should  be  able  to 
supervise — the  assessment  of  property  to  determine  all  exemptions, 
but  I  am  certainly  glad  to  see  that  there  is  no  consideration  being 
given  to  any  state  body  to  supervise  and  control  the  expenditure 
of  money.  I  am  one  of  the  home  rulers.  I  think  if  we  decide  in 
a  big  city  like  Detroit  or  Cleveland  or  any  other  large  city  that  we 
want  to  spend  so  much  money,  it  is  pretty  nearly  up  to  the  people 
of  the  community,  especially  when  you  remember  that  we  have  a 
budgetary  procedure  which  provides,  as  has  already  been  indicated, 
for  a  public  hearing  in  which  the  people  certainly  have  an  oppor- 
tunity to  express  themselves  for  or  against  the  proposition. 

Mr.  Zoercher  (Indiana):  May  I  ask  a  question:  Suppose  the 
taxpayers  at  that  hearing  objected  to  it  and  the  officers  passed  the 
budget  anyhow  ?     What  then  ? 

Mr.  Reiter  :  We  elect  the  people  to  run  the  government.  I  pre- 
sume if  there  were  great  opposition,  they  would  decide  in  favor  of 
the  majority,  or  the  expression  of  popular  opinion;  but  if  we  have 
a  council  hearing  on  some  proposition,  I  should  say  that  I  would 
not  want  to  pay  too  much  attention  to  that  meeting,  because  it 
might  be  a  loaded  meeting. 

In  the  second  place,  if  we  found  the  consensus  of  opinion  in  a 
city  like  Detroit  was  against  the  proposed  budget  item,  the  council 
would  probably  abide  by  that  popular  opinion. 
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Mr.  Zoercher:  We  do  not  have  any  power  unless  local  tax- 
payers appeal — file  a  petition. 

Mr.  Reiter:  But  you  can  always  get  a  minority  to  decide  to 
appeal. 

Mr.  Zoercher:  If  the  minority  is  not  right,  there  is  no  danger 
in  this  procedure. 

Mr.  Reiter  :  I  should  like  to  see  home  rule  adhered  to. 

E.  P.  Doyle:  Only  2  per  cent  of  the  people  in  New  York  own 
their  real  estate. 

W.  A.  Hough  (Indiana)  :  What  is  your  debt,  of  Detroit  City? 

Mr.  Reiter:  The  indebtedness  of  the  City  of  Detroit  is  $215, 
000,000,  and  of  that  debt  the  people  of  Detroit  voted,  I  would  say, 
$100,000,000. 

George  Lord  (Michigan)  :  I  am  not  at  all  in  sympathy  with  the 
state  government  interfering  with  local  governments  unnecessarily. 
Therefore  I  am  not  in  sympathy  with  the  plan  adopted  in  the  State 
of  Indiana  for  the  control  of  local  expenditures  and  bond  issues. 

As  chairman  of  the  State  Tax  Department  of  the  State  of  Mich- 
igan, I  should  be  very  much  opposed  myself  to  taking  any  hand  in 
any  such  procedure.  It  seems  to  me  that  the  matter  of  local  ex- 
penditures is  of  local  concern,  to  a  very  large  extent,  and  when 
the  people,  through  their  local  representatives  in  the  common 
council  or  on  the  boards  of  supervisors  pass  appropriations  for  the 
conduct  of  the  local  governments,  that  is  quite  sufficient,  without 
the  state  taking  any  hand  in  the  matter. 

I  want  to  refer,  Mr.  Chairman  and  Gentlemen,  to  some  of  the 
papers  that  were  read  this  afternoon  relating  to  public  expenditures. 

It  is  very  true  that  public  expenditures  have  been  increasing  by 
leaps  and  bounds  during  the  last  decade.  Now,  then,  it  is  well, 
first  of  all,  to  analyze  the  reasons  for  these  increases  in  public 
expenditures. 

First  of  all,  I  think  we  can  blame  society.  I  had  enough  years 
in  the  legislature  of  my  state,  and  during  those  four  sessions  as 
chairman  of  some  of  the  important  committees.  Every  session  of 
the  legislature  this  organization  and  that  organization — and  if  Mr. 
Williams  is  here  I  want  to  say  to  him  that  that  includes  the  cham- 
ber of  commerce — would  come  before  the  committees  and  request 
something  new  in  the  government,  or  some  more  luxurious  appoint- 
ment in  some  department  of  government,  or  appropriation  for  this 
thing  and  that  thing,  and  if  we  did  not  grant  it  we  were  publicly 
damned,  and  if  we  did  grant  it,  after  we  had  granted  the  appro- 
priations we  were  condemned  because  of  extravagance. 

I  have  in  mind  one  concrete  example.     That  was  in  the  session 
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of  1921.  The  university  of  our  great  state — and  I  have  always 
been  a  great  supporter  of  our  university  and  any  of  the  educational 
movements — came  before  the  legislature  with  a  budget  of  some- 
thing over  $9,000,000,  nearly  double  what  they  had  had  two  years 
previous.  I  never  received  so  many  telegrams  and  so  many  letters 
from  the  business  interests  of  my  state  urging  me  to  support  the 
budget  sent  in  by  the  University  of  Michigan  as  I  did  during  that 
session. 

We  cut  the  budget  about  40  per  cent,  and  when  we  got  through 
with  the  session  of  the  legislature,  the  same  business  interests  pub- 
licly damned  the  legislature  for  extravagance  in  their  appropria- 
tions. 

Now,  these  are  things  that  the  administrative  officials  of  govern- 
ments have  to  contend  with.  You  cannot  blame  public  servants 
for  following  public  sentiment  and  the  demands  made  on  them  for 
things  in  government  and  for  government. 

Now,  there  is  one  particular  thing,  before  I  sit  down,  that  I  want 
to  submit  to  you  men,  that  never,  I  believe,  has  been  touched  upon 
in  any  of  our  tax  conferences  as  a  cause  for  the  increase  in  gov- 
ernmental cost,  and  I  refer  now  to  the  orgy  of  crime  that  is  pre- 
vailing throughout  this  land  of  ours. 

In  our  own  State  of  Michigan — and  I  presume  you  have  the  same 
condition  in  every  state  in  the  Union — the  population  of  our  prisons 
has  more  than  doubled  during  the  last  eight  years,  as  a  conse- 
quence of  which  we  are  paying  for  the  support  of  the  inmates  of 
our  prisons  and  other  institutions  in  Michigan  more  than  2,000,000 
of  dollars  annually;  more  than  it  would  have  cost  if  it  had  not  been 
for  that  increase  in  the  population. 

Now,  that  is  one  of  the  prime  causes  for  the  increase  in  the  cost 
of  our  state  government  in  Michigan. 

You  take  the  matter  of  good  roads;  there  never  is  a  week  that 
one  or  more  delegations  do  not  appear  before  the  administrative 
board  of  the  state  demanding  that  good  roads  be  built  here,  there 
and  everywhere,  and  we  are  building  them  and  we  are  proud  of 
them,  but  it  takes  money,  gentlemen,  to  build  roads,  and  the  only 
way  you  can  get  that  money  is  by  levying  a  tax  upon  property  or 
upon  something. 

Then  again,  much  of  this  money  that  we  talk  about,  this  increase 
in  the  cost  of  government,  is  capital  outlay;  that  money  is  not 
wasted;  it  is  an  asset  of  the  state;  a  good  road  is  an  asset  of  the 
state.  In  our  public  institutions  we  have  had  a  large  increase  in 
number  and  in  size  to  accommodate  the  increase  in  the  population 
of  the  state. 

I  say,  do  not  blame  your  public  officials,  but  blame  yourselves. 

I  was  saying  to  a  gentleman  this  afternoon,  after  the  reading  of 
one  of  the  papers,  that  if  all  the  citizens  of  our  cities  were  as  law- 
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abiding  as  the  average  farmer,  you  would  not  need  one-half  as 
many  prisons,  and  we  could  abolish  the  state  police;  but  so  long  as 
society  persists  in  the  violation  of  laws,  there  is  going  to  be  an 
increase  in  the  cost  of  government,  and  it  is  going  to  continue. 
I  am  throwing  it  right  home  to  the  people  who  are  responsible  to  a 
large  extent  for  the  seemingly  large  tax  increase. 

_  Chairman  McKenzie  :  The  time  has  come  when  we  shall  have 
to  adjourn  this  meeting. 

There  are  two  announcements;  the  first  is,  the  resolutions  com- 
mittee is  to  meet  here  in  front  of  this  desk  when  we  adjourn,  and 
the  other  is  that  you  have  a  very  full  program  tonight,  and  we 
hope  you  will  all  come  back  here  promptly  so  that  we  can  start  at 
8  o'clock  and  not  run  to  late  into  the  night.  The  meeting  is  now 
adjourned. 

(Adjournment) 


SEVENTH  SESSION 

Wednesday  Evening,  November  17,  1926 

President  Vaughan  presiding. 

Chairman  Vaughan  :  Please  be  seated.  Ladies  and  Gentlemen, 
I  know  v^e  are  all  gratified  at  the  wonderful  progress  of  this  con- 
ference. The  attendance  passes  anything  that  has  ever  been  re- 
corded heretofore.  It  is  enough  to  make  us  feel  good.  The  pro- 
gram has  run  along  smoothly,  and  we  have  been  edified  and  enter- 
tained. There  are  more  states  represented  and  a  larger  attendance 
than  at  any  other  conference,  and  they  are  coming  in  every  hour. 

At  this  late  time  the  Kansas  Public  Service  Commission  is  here 
100  per  cent,  right  now.  Two  more  came  in  tonight.  I  want  every- 
body who  comes  in,  if  you  have  not  registered,  to  be  sure  and 
register,  so  that  we  shall  have  a  record  of  this  unprecedented 
meeting. 

Mr.  Mark  Graves  of  New  York  wishes  to  make  a  statement  or 
addendum  to  the  report  Miss  Bailey  made  yesterday. 

Mark  Graves  (New  York)  :  Ladies  and  Gentlemen  of  the  Con- 
ference :  Miss  Bailey  of  our  organization  gave  a  review  last  night 
of  the  1926  legislation  throughout  the  country.  She  was  humili- 
ated after  she  had  taken  her  seat,  because  she  had  omitted  one  im- 
portant item  in  New  York  State. 

Heretofore  we  have  taxed  national  banks  in  New  York  on  the 
ad  valorem  basis;  one  per  cent  on  the  value  of  shares,  the  value 
of  shares  being  calculated  by  the  face  value  plus  surplus  and  un- 
divided profits,  divided  by  the  nurnber  of  shares. 

This  year,  since  Section  5219  of  the  federal  statutes  was  revised, 
we  adopted  the  income  tax  basis  in  New  York,  so  that  we  are  now 
taxing  our  financial  institutions  on  an  income  basis,  and  at  the 
same  rate  as  we  tax  our  manufacturing  and  mercantile  and  other 
business  corporations. 

I  merely  wanted  to  make  that  statement  of  an  important  act  in 
our  state  which  Miss  Bailey  did  not  include  in  her  review  last 
night.     Thank  you. 

Chairman  Vaughan  :  This,  the  seventh  session  of  the  confer- 
ence, will  be  devoted  to  two  subjects.  The  first  will  be  a  report  of 
the  special  committee  appointed  at  the  New  Orleans  Conference 
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last  year.  The  latter  part  of  the  program  will  consist  of  the  dis- 
cussion of  the  elimination  of  a  state  levy  on  property  as  part  of  a 
tax  program — a  very  important  topic.  After  the  set  papers  the 
meeting  will  be  open  for  general  discussion,  which  we  hope  will  be 
freely  participated  in  by  all  present. 

First  we  shall  have  the  report  of  Chairman  Robert  M.  Haig,  of 
Columbia  University,  for  the  Committee  of  the  National  Tax  Asso- 
ciation that  was  appointed  a  year  ago,  on  the  subject  of  the  taxation 
of  national  banks  on  an  income  basis. — Dr.  Haig. 

Robert  M.  Haig  (New  York)  :  Mr.  Chairman  and  Members  of 
the  Conference:  Your  committee  on  taxation  of  national  banks  on 
the  dividend  and  income  alternative  basis  has  the  honor  to  submit 
the  following  report. 

TAXATION  OF  NATIONAL  BANKS  ON  THE 
INCOME  BASIS 

Report  of  Committee  of  the  National  Tax  Association, 
Robert  M.  Haig,  Chairman 

To  THE  Executive  Committee, 
The  National  Tax  Association. 

Your  committee  on  the  Taxation  of  National  Banks  on  the  Divi- 
dend and  Income  Alternative  Basis  has  the  honor  to  submit  the 
following  report : 

The  resolution  of  the  eighteenth  conference  which  occasioned  the 
appointment  of  this  committee  reads  as  follows: 

Resolved,  That  the  National  Tax  Association  be  requested 
to  appoint  a  committee  of  seven  to  represent  said  association 
and  confer  with  similar  committees  of  such  other  organizations 
as  may  be  interested,  for  the  purpose  of  investigating  the 
present  dividend  and  income  alternatives  of  Section  5219  of 
the  United  States  Revised  Statutes  in  the  taxation  of  national 
banking  associations,  to  the  end  that  suitable  amendments  may 
be  made  to  said  alternative  provisions  so  as  to  carry  out  the 
purposes  of  said  section  and  to  obtain  the  consideration  of  the 
results  of  such  investigation  by  the  Congress  of  the  United 
States;  said  committee  to  report  at  the  next  conference. 

I. 

Particular  attention  is  called  to  this  resolution.  In  certain  im- 
portant respects  it  marks  a  distinct  departure  from  the  previous 
policy  of  this  association.  At  the  very  outset,  upon  its  appointment 
on  January  4,  1926,  your  committee  found  itself  perplexed  as  to  its 
meaning.     There  are  clear  evidences  that  it  was  adopted  without 
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adequate  consideration.  In  fact,  if  interpreted  literally,  it  appears 
to  grant  this  committee  authority  to  commit  the  association  in  a 
manner  expressly  forbidden  by  its  constitution.  Both  because  of  a 
lively  sympathy  for  possible  future  committees  who  may  find  them- 
selves similarly  embarrassed  and  perplexed,  unless  their  terms  of 
reference  be  more  carefully  formulated,  and  because  of  a  desire 
that  the  reasons  underlying  the  course  of  action  adopted  by  your 
committee  be  clearly  understood,  attention  is  particularly  directed 
to  the  problem  of  interpretation,  which  the  committee  had  to  solve. 
We  respectfully  submit  that  in  the  future,  when  the  conference 
calls  upon  its  members  for  special  service  on  a  committee,  it  is  de- 
sirable that  it  couch  its  resolution  in  terms  which  make  reasonably 
clear  what  the  conference  desires  and  which  do  not  virtually  direct 
its  committee  to  do  something  not  contemplated  by  the  Constitution. 
The  Constitution  of  the  National  Tax  Association,  Article  III, 
section  7,  reads  as  follows : 

"  The  last  session  of  each  annual  conference,  or  so  much  of 
it  as  shall  be  necessary,  shall  be  devoted  to  the  consideration 
of  the  report  of  the  conference  committee  on  resolutions  and 
conclusions.  The  report  of  this  committee,  as  adopted  by  the 
conference,  shall  be  its  official  expression  of  opinion,  and  it 
shall  not  be  held  to  have  endorsed  any  other  expression  of 
opinion  by  whomsoever  made " 

The  resolution  calling  for  the  appointment  of  this  committee 
specified  that  it  was  "  to  represent  such  association,"  "  to  confer 
with  similar  committees  .  .  .  for  the  purpose  of  investigating,"  "  to 
obtain  the  consideration  of  the  results  of  such  investigation  by  the 
Congress "  and  "  to  report  at  the  next  conference."  It  will  be 
noted  that  there  had  been  no  action  by  the  conference  which  could 
be  construed  as  an  "  official  expression  of  opinion "  as  to  the 
changes  it  deemed  desirable  in  the  text  of  Section  5219;  moreover 
it  was  obvious  that  no  "  official  expression  of  opinion  "  could  be 
obtained  until  the  next  conference,  meeting  in  the  fall  of  1926. 
The  committee  realized  perfectly  well  that,  if  it  did  "  confer  wath 
similar  committees  .  .  .  for  the  purpose  of  investigating  "  the  prob- 
lem, it  inevitably  incurred  the  risk  that  such  "  similar  committees  " 
might  represent  the  results  of  the  joint  deliberation  as  an  official 
expression  of  opinion  of  the  National  Tax  Association.  What  then 
was  to  be  done?  Should  the  committee  refrain  from  "conference 
with  similar  committees  ....  for  the  purpose  of  investigating  " 
until  after  it  had  had  an  opportimity  to  secure  an  "  official  expres- 
sion of  opinion  "  from  this  conference,  or  should  it  enter  into  con- 
ference, as  directed,  and  try  to  safeguard  the  association  from 
being  quoted  as  approving  the  results  of  the  investigation  ?  This 
was  the  dilemma.     x\fter  verv  careful  consideration  and  after  con- 
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ferences  with  the  officers  of  the  association,  it  was  decided  to  adopt 
the  second  course  of  action  and  to  confer  with  the  committee  of  the 
American  Bankers'  Association  which  had  been  appointed  for  the 
purpose  It  did  represent  the  association  in  conferences  with  the 
bankers'  committee  for  the  purpose  of  investigating  the  problem 
and  its  report  is  now  submitted  to  this  conference.  Elaborate  pre- 
cautions were  taken  to  prevent  the  results  of  the  conterence  from 
bein-  represented  as  an  official  expression  of  the  opinion  ot  the 
association.  As  it  turned  out,  the  aid  of  this  committee  did  not 
prove  necessary  to  "  obtain  the  consideration  of  the  results  of  such 
investigation  by  the  Congress  of  the  United  States."'  The  resuhs 
are  now  a  part  of  the  law  of  the  land. 

Five  1  of  the  seven  members  of  the  committee  met  m  ^ew  York 
on  January  22,  1926,  and  on  the  following  day  held  a  conference 
with  the  committee  of  the  American  Bankers'  Association.  The 
members  of  your  committee  submitted  a  number  of  suggestions  to 
the  bankers,  all  of  which  received  courteous  and  favorable  consid- 
eration The  draft  resulting  from  this  conference,  as  well  as  minor 
amendments  subsequently  made,  were  submitted  by  correspondence 
to  those  who  had  been  unable  to  attend  in  person,  and  all  the  mem- 
bers of  the  committee  found  themselves  willing  to  sign  the  follow- 
ing statement : 

"The  undersigned  members  of  the  committee  of  the  National 
Tax  Association  take  this  position : 

1  That  thev  are  without  definite  instructions  with  regard  to 
the  attitude  of  the  National  Tax  Association  with  respect  to  the 
specific  changes  here  suggested ;  .        ,        ,  a 

2  That  they  are  personallv  of  the  opinion  that  the  proposed 
changes  are  sound  and  in  the  right  direction  in  that  they  grant 
substantial  additional  power  to  those  states  which  choose  to  tax 
national  banks  on  the  basis  of  income  and  m  no  way  restrict 
further  the  power  of  any  state  to  tax  the  banks  on  other  bases ; 

^"3  That  since  the  Constitution  of  the  National  Tax  Associa- 
tion as  well  as  its  traditions  and  customs,  prevent  a  committee 
of  the  association  from  taking  action  which  binds  the  associa- 
tion itself  until  the  report  of  the  committee  has  been  considered 
and  approved  bv  the  conference,  they  desire  that  care  be  used 
not  to  give  the  impression  that  the  tax  conference  itself  has  up 
to  this  time  had  an  opportunity  to  consider  and  express  a  judg- 
ment upon  this  question." 

1  Messrs.  Gary,  Graves,  Haig,  Long  and  Mathews.  Messrs  Graves  and 
Long  attended  the  hearing  at  Washington  as  representatives  of  their  states 
rather  than  as  representatives  of  your  committee. 
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II. 


Turning  from  the  activities  of  the  committee,  attention  is  directed 
to  the  changes  in  the  law  which  have  been  made  as  a  result  of  the 
new  legislation. 

As  is  wxll  known,  the  movement  for  an  amendment  to  Section 
5219  at  this  time  found  its  origin  in  the  desire  of  the  banks  of  the 
State  of  New  York  to  be  taxed  on  the  basis  of  income  rather  than 
on  the  basis  of  the  value  of  their  shares.  New  York  taxes  its 
business  corporations  generally  by  means  of  a  franchise  tax  "  ac- 
cording to  or  measured  by  "  their  net  income.  It  includes  in  that 
net  income  the  interest  from  tax-exempt  securities.  Furthermore, 
the  dividends  of  corporations  subject  to  the  franchise  tax  are  in- 
cluded in  the  personal  income  tax  returns  of  residents  of  New 
York.  Under  Section  5219  as  it  stood  before  the  enactment  of  this 
amendment,  banks  could  not  be  taxed  as  other  corporations  were 
taxed,  (1)  because  bank  dividends  were  exempt,  if  bank  income 
was  made  the  basis  for  taxation,  and  (2)  because  tax-exempt  in- 
terest could  not  enter  into  the  computation  of  the  basis  in  the  case 
of  banks. 

The  new  and  the  old  versions  of  Section  5219  are  set  forth  below 
in  parallel  columns : 

Text  of  Section  5219  of  the  Revised  Statutes  of  the  United 
States  Before  and  After  the  Act  of  March  25,  1926 

Before  Amendment  After  Amendment 
Sec.  5219.    The  legislature  of  each  Sec.  5219.    The  legislature  of  each 
State  may  determine  and  direct,  sub-  State  may  determine  and  direct,  sub- 
ject to  the  provisions  of  this  section,  ject  to  the  provisions  of  this  section, 
the  manner  and  place  of  taxing  all  the  manner  and  place  of  taxing  all 
the  shares  of  national  banking  asso-  the  shares  of  national  banking  asso- 
ciations    located     within     its     limits.  ciations     located     within     its     limits. 
The    several    States    may    tax    said  The    several     States    may     (i)     tax 
shares,  or  include  dividends  derived  said    shares,    or     (2)     include    divi- 
therefrom  in  the   taxable   income   of  dends  derived  iherefrom  in  the  tax- 
an   owner  or  holder  thereof,   or   tax  able   income  of  an  owner   or  holder 
the  income  of  such  associations,  pro-  tliereof,  or    (3)    tax  such  associations 
vided    the    following    conditions    are  on   their  net  income,  or    (4)    accord- 
complied  with :  ing  to  or  measured  by  their  net  in- 
come, provided  the  following  condi- 
tions are  complied  with : 
I.   (a)   The  imposition  by  said  State  i.  (a)  The  imposition  by  any  State 
of  any  one  of  the  above  three  forms  of  any  one  of  the  above  four  forms 
of   taxation   shall  be   in   lieu  of   the  of   taxation   shall   be   in   lieu   of   the 
others.  others,  except  as  hereinafter  provided 

in  subdivision  (c)  of  this  clause, 

(b)    In  the  case  of  a  tax  on  said  (b)    In  the  case  of  a  tax  on  said 

shares  the  tax  imposed  shall  not  be  shares  the  tax  imposed  shall  not  be 

at    a    greater    rate    than    is    assessed  at    a    greater    rate    than    is    assessed 
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upon  other  moneyed  capital  in  the 
hands  of  individual  citizens  of  such 
State  coming  into  competition  with 
the  business  of  national  banks ;  Pro- 
vided, That  bonds,  notes,  or  other 
evidences  of  indebtedness  in  the 
hands  of  individual  citizens  not  em- 
ployed or  engaged  in  the  banking 
or  investment  business  and  repre- 
senting merely  personal  investments 
not  made  in  competition  with  such 
business,  shall  not  be  deemed  moneyed 
capital  within  the  meaning  of  this 
section. 

(c)  In  the  case  of  a  tax  on  the 
net  income  of  an  association,  the  rate 
shall  not  be  higher  than  the  rate 
assessed  upon  other  financial  cor- 
porations nor  higher  than  the  high- 
est of  the  rates  assessed  by  the 
taxing  State  upon  the  net  income 
of  mercantile,  manufacturing,  and 
business  corporations  doing  business 
within  its  limits. 


(d)  In  case  the  dividends  derived 
from  the  said  shares  are  taxed,  the 
tax  shall  not  be  at  a  greater  rate 
than  is  assessed  upon  the  net  income 
from  other  moneyed  capital. 


upon  other  moneyed  capital  in  the 
hands  of  individual  citizens  of  such 
State  coming  into  competition  with 
the  business  of  national  banks :  Pro- 
vided, That  bonds,  notes,  or  other 
evidences  of  indebtedness  in  the 
hands  of  individual  citizens  not  em- 
ployed or  engaged  in  the  banking 
or  investment  business  and  repre- 
senting merely  personal  investments 
not  made  in  competition  with  such 
business,  shall  not  be  deemed  moneyed 
capital  within  the  meaning  of  this 
section. 

(c)  In  case  of  a  tax  on  or  accord- 
ing to  or  measured  by  the  net  income 
of  an  association,  the  taxing  State 
may,  except  in  case  of  a  tax  on  net 
income,  include  the  entire  net  income 
received  from  all  sources,  but  the 
rate  shall  not  be  higher  than  the 
rate  assessed  upon  other  financial 
corporations  nor  higher  than  the 
highest  of  the  rates  assessed  by  the 
taxing  State  upon  mercantile,  manu- 
facturing and  business  corporations 
doing  business  within  its  limits : 
Provided,  however.  That  a  State 
which  imposes  a  tax  on  or  according 
to  or  measured  by  the  net  income  of, 
or  a  franchise  or  excise  tax  on,  finan- 
cial, mercantile,  manufacturing,  and 
business  corporations  organized  under 
its  own  laws  or  laws  of  other  States 
and  also  imposes  a  tax  upon  the  in- 
come of  individuals,  may  include  in 
such  individual  income  dividends 
from  national  banking  associations 
located  within  the  State  on  condition 
that  it  also  includes  dividends  from 
domestic  corporations  and  may  like- 
wise include  dividends  from  national 
banking  associations  located  without 
the  State  on  condition  that  it  also 
includes  dividends  from  foreign  cor- 
porations, but  at  no  higher  rate  than 
is  imposed  on  dividends  from  such 
other  corporations. 

(d)  In  case  the  dividends  derived 
from  the  said  shares  are  taxed,  the 
tax  shall  not  be  at  a  greater  rate 
than  is  assessed  upon  the  net  income 
from  other  moneyed  capital. 
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2.  The  shares  or  the  net  income 
as  above  provided  of  any  national 
banking  association  owned  by  non- 
residents of  any  State  or  the  divi- 
dends on  such  shares  owned  by  such 
nonresidents  shall  be  taxed  in  the 
taxing  district  where  the  association 
is.  located  and  not  elsewhere ;  and 
such  associations  shall  make  return 
of  such  income  and  pay  the  tax 
thereon  as  agent  of  such  nonresident 
shareholders. 

3.  Nothing  herein  shall  be  con- 
strued to  exempt  the  real  property 
of  associations  from  taxation  in  any 
State  or  in  any  subdivision  thereof, 
to  the  same  extent,  according  to  its 
value,  as  other  real  property  is  taxed. 

4.  The  provisions  of  section  5219 
of  the  Revised  Statutes  of  the  United 
States  as  in  force  prior  to  March  4, 
1923,  shall  not  prevent  the  legalizing, 
ratifying,  or  confirming  by  the  States 
of  any  tax  heretofore  paid,  levied,  or 
assessed  upon  the  shares  of  national 
banks,  or  the  collecting  thereof,  to 
the  extent  that  such  tax  would  be 
valid  under  said  section. 


2.  The  shares  of  any  national  bank- 
ing association  owned  by  non-resi- 
dents of  any  State,  shall  be  taxed 
by  the  taxing  district  or  by  the  State 
where  the  association  is  located  and 
not  elsewhere ;  and  such  association 
shall  make  return  of  such  shares  and 
pay  the  tax  thereon  as  agent  of  such 
non-resident  shareholders. 


3.  Nothing  herein  shall  be  con- 
strued  to  exempt  the  real  property 
of  associations  from  taxation  in  any 
State  or  in  any  subdivision  thereof, 
to  the  same  extent,  according  to  its- 
value,  as  other  real  property  is  taxed. 

4.  The  provisions  of  section  5219 
of  the  Revised  Statutes  of  the  United 
States  as  heretofore  in  force  shall 
not  prevent  the  legalizing,  ratifying, 
or  confirming  bj'  the  States  of  any 
tax  heretofore  paid,  levied,  or  as- 
sessed upon  the  shares  of  national 
banks,  or  the  collecting  thereof,  to 
the  extent  that  such  tax  would  be 
valid  under  said  section. 


It  will  be  noted  that  the  section  as  amended  now  offers  four  dis- 
tinct methods  of  taxing  national  banks,  a  new  phase  making  it  clear 
that  an  impost  of  the  type  of  the  New  York  franchise  tax  may  be 
levied  upon  them.  Moreover  in  case  such  a  franchise  tax  is  levied, 
dividends  may  also  be  taxed  and  the  tax  may  be  imposed  on  the 
"  entire  net  income  received  from  all  sources,"  which  language  has 
been  construed  by  the  Supreme  Court  of  the  United  States  to  per- 
mit the  inclusion  of  income  from  tax-exempt  securities  as  part  of 
the  measure  of  taxation.  {Flint  v.  Stone-Tracy  Companv,  220  U. 
S.  107.) 

In  section  2  a  change  was  made  at  the  suggestion  of  your  com- 
mittee intended  to  make  it  clear  that  the  phrase  "  taxing  district  " 
should  not  be  construed  so  narrowly  as  to  prevent  state  administra- 
tion. The  other  changes  in  section  2  were  rendered  necessary  be- 
cause the  changes  in  the  other  sections  left  to  this  section  only  the 
question  of  shares. 

III. 

In  the  opinion  of  your  committee,  the  changes  which  have  been 
made  constitute  an  appreciable  advance  toward  a  solution  of  the 
problem  of  bank  taxation  in  those  states  which  have  adopted  or  are 
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considering  the  adoption  of  state  income  tax  laws.  The  narrow 
scope  of  its  terms  of  reference  render  it  unnecessary  and  perhaps 
improper  for  it  to  appraise  the  changes  from  the  point  of  view  of 
what  may  be  considered  desirable  as  a  comprehensive  solution  of 
this  difficult  problem  of  bank  taxation. 

Having  performed  to  the  best  of  its  ability  the  functions  for 
which  it  was  appointed,  the  committee  requests  that  it  be  dis- 
charged. 

J.  Vaughan  Gary 

Mark  Graves 

C.  E.  Inman 

John  H.  Leenhouts 

Henry  F.  Long 

Joseph  S.  Mathews 

Robert  Murray  Haig,  Chairman 

Chairman  Vaughan  :  Pursuant  to  our  rule  or  custom  in  the 
previous  sessions  of  this  conference,  we  pass  on  to  the  next  sub- 
division tonight  before  the  general  discussion  of  this  report. 

The  next  subject  is  the  Elimination  of  the  State  Levy  on  Prop- 
erty as  a  Part  of  a  Tax  Program,  and  the  speakers  on  that  subject 
are  Ray  L.  Riley,  State  Comptroller  of  California,  Mr.  C.  E.  In- 
man, Chairman  of  the  Mississippi  Tax  Commission,  and  Mr.  H.  L. 
Lutz  who  will  take  the  place  of  Mr.  C.  C.  Hieatt,  who  is  unable  to 
be  present.  Is  Mr.  Riley  here  ?  Mr.  Riley,  come  forward  and  open 
from  the  California  standpoint. 

Introducing  Mr.  Riley  to  you,  I  want  to  say  that  California  is  in 
the  unique  position  as  one  of  the  two  states  that  has  been  able  to 
eliminate  the  state  tax  on  property,  and  Mr.  Riley's  long  experience 
as  a  state  official  and  as  auditor  puts  him  in  excellent  position  to 
explain  to  us  the  manner  of  operation  of  that  law  out  there. 

Ray  L.  Riley  (California)  :  Mr.  Chairman,  Ladies,  and  Mem- 
bers of  the  Conference : 

I  have  been  listening  rather  attentively  the  last  three  days  to  the 
discussions  here,  and  I  am  rather  forced  to  the  conclusion  that 
taxation  after  all  is  a  local  problem.  Any  one  who  has  listened  to 
Pennsylvania's  system  of  taxation  and  tried  to  match  it  up  with 
the  tax  program  of  this  association  realizes  that  they  are  going 
along  in  rather  a  happy-go-lucky  way  that  seems  to  please  them 
here. 

Now,  Benito  Mussolini  must  have  taken  his  program  from  Indi- 
ana. I  cannot  imagine  the  State  of  California  quite  subscribing  to 
the  condition  that  exists  there.  However,  out  in  our  state  our 
problem  there  is  a  local  problem,  because  it  is  a  problem  of  cities, 
not  the  state,  and  we  have  about  75  per  cent  of  our  population  who 
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live  in  the  cities  in  California.     All  of  them  require  city  service 
which  costs  more  money  than  country  service. 

I  want  to  tell  you,  gentlemen,  that  the  great  problem  in  most 
states  in  the  future  will  be  your  cities,  and  I  should  like  very  much 
to  have  some  discussion  in  this  association  of  some  method  of  help- 
ing to  finance  cities  in  the  operation  of  their  government,  because 
that  is  the  particular  problem  that  will  distress  us  in  the  future  in 
California.  As  taxation  seems  to  be  more  or  less  of  a  local  prob- 
lem, perhaps  you  may  consider  what  I  have  to  say  regarding  sep- 
aration as  a  local  problem  also. 

ELIMINATION  OF  THE  STATE  LEVY  ON  PROPERTY 
AS  A  PART  OF  A  TAX  PROGRAM 

RAY  L.  RILEY 
State  Controller  of  California 

Separation  of  sources  of  revenue  has  been  employed  in  Cali- 
fornia since  the  year  1910.  In  1906  a  California  tax  commission 
reported  as  follows : 

"  In  general,  the  system  of  revenue  and  taxation  does  not 
meet  the  demands  made  upon  it.  It  is  full  of  inequalities, 
money  and  credits  escape  taxation  almost  entirely,  equalization 
does  not  equalize,  and  in  the  nature  of  things  they  cannot. 
Our  present  system  is  a  school  for  perjury,  it  puts  a  penalty 
on  honesty  and  pays  a  high  premium  for  dishonesty." 

These  observations  would  apply  equally  well  to  any  present-day 
tax  situation.  They  then  proceeded  to  recommend  the  separation 
of  state  and  local  taxation,  thereby  taking  the  burden  of  state  taxa- 
tion from  real  estate  and  establishing  immediate  home  rule  in  mat- 
ters of  local  taxation,  making  it  possible  to  assess  local  property  at 
its  actual  value,  there  being  no  necessity  to  equalize  as  between 
counties.  They  further  recommended  that  a  gross  receipts  tax  be 
levied  upon  railroads  and  other  public  service  corporations.  Four 
years  later  this  program  was  adopted  by  the  people  in  the  form  of 
a  constitutional  amendment.  Public  utilities  were  classified  in  order 
to  establish  rates  for  each  class. 

Railroads  (steam  and  electric),  light,  heat,  power,  car,  express, 
insurance  companies,  and  banks  were  selected  as  the  source  of 
state  revenu  and  the  tax  levied  upon  them  was  in  lieu  of  all  other 
taxes.  The  legislature  was  empowered  to  fix  the  rates  from  time 
to  time  by  a  two-thirds  majority.  The  fifteen  years  that  have 
elapsed  since  1910  is  a  sufficient  period  of  time  to  reach  definite 
conclusions  regarding  the  actual  operation  of  this  method  of  taxa- 
tion that  has  been  employed  in  California. 
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Constantly  increasing  financial  requirements  of  government  have 
served  to  develop  the  weaknesses  that  are  inherent  in  the  separa- 
tion of  sources  of  revenue.  The  proponents  of  this  plan  claimed 
that  real  estate  would  obtain  tax  relief.  Our  experience  does  not 
justify  such  a  conclusion.  Within  one  year  after  the  adoption  of 
the  new  plan,  county  rates  were  as  high,  or  higher,  than  before 
separation.  It  afforded  an  opportunity  to  advance  rates  without 
protest  from  the  taxpayers,  who  were  not  aware  of  the  true  sit- 
uation. 

A  100  per  cent  valuation  is  recognized  as  highly  desirable  in 
order  to  obtain  reasonable  equalization  as  between  taxpayers.  The 
proponents  of  separation  believe  that  home  rule  in  tax  matters  will 
permit  the  assessment  of  property  at  its  full  value,  there  being  no' 
necessity  to  equalize  as  between  counties.  Our  experience  does  not 
justify  such  a  conclusion.  There  are  fifty-eight  counties  in  Cali- 
fornia and  fifty-eight  separate  and  distinct  tax  rolls,  with  rates 
from  $1.25  on  the  $100  of  assessed  value  to  $4.05,  the  taxable  base 
running  from  20  per  cent  to  60  per  cent  of  true  value — a  deplorable 
situation  and  immeasurably  worse  than  under  the  old  plan  of  equal- 
ization. Separation  of  sources  seems  to  imply  that  there  is  no 
necessity  to  equalize  the  burden  of  taxation  between  the  two  great 
classes  of  taxpayers,  part  of  whom  support  the  state  government 
and  the  others  local,  municipal,  and  county  governments,  and  it  is 
this  feature  of  the  plan  that  has  brought  about  the  chief  objections 
to  this  method  of  taxation  in  California. 

There  is  a  constant  tendency  on  the  part  of  the  people  to  obtain 
rough  equalization  by  shifting  burdens  to  the  state  and  there  has 
been  an  increase  in  utility  corporation  rates  from  4  per  cent  of  the 
gross  receipts,  as  fixed  in  1910,  to  7  per  cent  in  1921,  and  a  corres- 
ponding raise  in  all  classes.  This  increase  in  rates  is  illustrated  by 
a  comparison  with  the  tax  on  real  property.  During  the  same 
period  of  time  there  was  an  increase  of  156  per  cent  in  taxation  on 
real  property  and  an  increase  of  307  per  cent  on  franchises,  cor- 
roborating the  tendency  to  shift  burdens  upon  the  state.  The  last 
raise  was  the  occasion  of  the  most  bitter  legislative  fight  ever  waged 
in  California.  The  people  had  voted  large  additional  state  burdens, 
requiring  a  one-third  advance  in  rates  to  balance  the  state  budget. 
A  bare  two-thirds  majority  was  ultimately  secured  and  the  raise 
went  into  effect.  Certain  classes  of  corporations  resisted  the  pay- 
ment and  consequent  litigation  lasted  four  years,  before  the  legis- 
lative action  was  finally  sustained.  Meanwhile,  revenues  sorely 
needed  for  state  purposes  were  impounded  by  a  restraining  order 
during  all  of  this  period. 

It  seems  inevitable  that  there  will  be  constant  friction  between 
the  people  and  the  corporations  until  there  is  a  method  devised  that 
will  definitely  equalize  the  burden  of  taxation  as  between  these  two 
19 
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classes  of  taxpayers.  It  has  encouraged  unwise  state  expenditures 
and  will  continue  to  do  so,  until  corporation  rates  reach  a  point 
where  additional  revenues  cannot  be  secured  through  a  raise  in 
rates. 

Ordinarily  government  determines  the  amount  that  shall  be  ex- 
pended and  then  proceeds  to  fix  a  rate  that  will  raise  sufficient 
revenue  to  meet  the  budget.  A  tax  on  gross  receipts  produces 
feasts  and  famines.  A  surplus  is  dangerous,  for  tax  dollars  buy 
desirable  luxuries  and  rates  are  never  lowered.  More  ambitious 
programs  are  adopted  that  consume  the  surplus  and  create  a  deficit — 
always  traveling  in  a  vicious  circle.  It  is  also  inconceivable  that 
any  state  could  effect  separation  without  doing  damage  to  some  of 
its  lesser  political  units,  and  a  grave  injustice  was  perpetrated  in 
California  upon  those  counties  which  happened  to  possess  a  con- 
siderable railroad  mileage  and  in  some  instances  separation  caused 
a  loss  of  one-third  of  the  taxable  property  within  the  county.  It  is 
probable  that  we  have  reached  a  point  in  California  where  further 
advances  in  utility  rates  are  impossible  for  the  time  being  and  there 
is  a  tendency  to  provide  new  sources  of  revenue  as  necessities  may 
require.  We  are  contemplating  a  revision  of  our  tax  system  in  the 
immediate  future. 

A  consideration  of  the  effect  of  this  method  of  taxation,  as  ap- 
plied to  the  several  corporations  taxed  for  state  purposes,  leads  to 
some  curious  results.  The  Railroad  Commission,  which  fixes  the 
rates  of  public  service  corporations  in  the  State  of  California,  is 
an  important  factor  in  the  problem.  It  is  generally  conceded  that 
taxation  is  a  part  of  the  overhead  in  the  operation  of  public  service 
cbrporations,  and  the  inclusion  of  taxes  paid  is  a  necessary  part  of 
the  rates  charged  for  the  service  rendered.  When  this  principle 
is  applied  to  the  fixing  of  railroad  rates,  it  will  not  operate,  for  the 
reason  that  railroads  are  interstate  in  character  and  the  short  haul 
is  influenced  by  the  long  haul,  to  an  extent  that  taxation  is  inci- 
dental thereto  and  may  or  may  not  be  taken  into  account.  One 
transcontinental  railroad  operating  within  the  State  of  California 
pays  in  taxes  to  the  State  of  California  50  per  cent  of  its  net  in- 
come, others  17  per  cent.  The  same  factors  applied  to  intra-state 
corporations  provide  entirely  different  results. 

The  Railroad  Commission  of  California  permits  common  stock 
to  earn  8  per  cent,  and  in  fixing  the  rate  for  the  service  rendered, 
includes  the  tax  bill,  therefore  a  going  concern  becomes  merely  a 
collector  of  revenue  and  the  tax  is  in  fact  parallel  with  the  2  cents 
per  gallon  levied  upon  gasoline  and  any  rate  fixed  by  the  legisla- 
ture that  does  not  seriously  interfere  with  the  consumption  or  use 
of  the  service  is  not  a  tax  burden — the  utility  company  merely  be- 
comes the  collection  agent  of  the  state. 

Short  line  railroads  are  in  a  different  class,  even  though  they  are 
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intra-state  in  character.  The  volume  of  business  handled  by  them 
is  insufificient  to  produce  earnings  upon  the  investment,  no  matter 
what  rates  may  be  fixed  by  the  Railroad  Commission,  and  the  higher 
the  rates  become,  the  less  their  service  is  utilized;  therefore  the 
tax  becomes  confiscating  in  its  nature,  entirely  different  in  propor- 
tion to  the  investment  as  compared  with  the  larger  railroad  systems. 

Street  railway  companies  are  comparable  to  the  short  line  rail- 
roads. An  increased  passenger  fare  decreases  the  use  of  the  sys- 
tem by  the  public,  therefore  it  serves  as  an  excessive  tax  when 
applied  to  street  railway  transportation. 

Express  companies,  interstate  in  character,  are  comparable  to 
interstate  railways. 

The  only  type  of  corporations  where  this  method  of  taxation 
operates  as  a  true  tax,  which  may  or  may  not  be  passed  along 
according  to  the  business  conditions  of  the  particular  corporation, 
are  banks  and  insurance  companies.  This  is  especially  true  of 
banks. 

In  summing  up  the  situation  it  seems  inevitable  that  California 
must  sooner  or  later  provide  some  method  of  equalization  between 
private  and  corporate  property.  Until  that  is  done  there  will  be  a 
constant  tendency  to  increase  public  expenditures  unnecessarily. 

No  one  in  California  advocates  a  return  to  the  old  system  of 
local  assessment  of  public  utilities.  Separation  has  proved  conclu- 
sively that  centralized  authority  in  tax  matters  widens  the  taxable 
base  and  the  utilities,  by  reason  of  the  widespread  use  of  their  ser- 
vice, are  able  to  pass  a  reasonable  burden  of  taxation  along  eco- 
nomically to  their  consumers  without  damage  to  state  development. 

A  sound  tax  system  is  one  that  stands  the  stress  of  constantly 
increasing  public  expenditures  and  still  retains  the  confidence  of 
those  who  are  called  upon  to  meet  its  demands.  Separation  of 
sources  has  not  solved  that  problem  in  California. 

(Joseph  S.  Matthews  of  New  Hampshire  presiding.) 

Chairman  Matthews  :  The  next  paper  on  our  program  is  "Ad- 
vantages of  Separation  of  State  and  Local  Sources,"  by  C.  E.  In- 
man,  chairman  of  the  Mississippi  Tax  Commission. 

C.  E.  Inman  (Mississippi)  :  Mr.  Chairman,  and  Ladies  and  Gen- 
tlemen of  the  Conference: 

I  believe  the  gentleman  who  has  just  preceded  me  has  answered 
about  every  argument  I  can  answer  in  favor  of  separation.  How- 
ever, be  that  as  it  may,  I  will  at  least  burden  you  with  my  con- 
clusions, i     '  ' 
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ADVANTAGES  OF  SEPARATION  OF  STATE  AND 
LOCAL  REVENUES 

C.  E.   INMAN 
Chairman,  Mississippi  Tax  Commission 

Excuses  are  always  in  order  by  those  who  are  too  indifferent  to 
perform  any  given  task  in  a  workmanHke  manner ;  however,  I  feel 
it  is  only  fair  to  advise  you  at  this  time  that  I  am  attempting  to 
substitute  for  Professor  Englund  of  the  Kansas  Agricultural  Col- 
lege, who,  I  am  sure,  could  have  given  j-ou  a  much  more  interesting 
paper  than  I  shall  be  able  to  present,  for  the  reason  that  Mr.  Hol- 
comb  did  not  assign  me  a  definite  place  upon  the  program  until 
November  5th  and  my  paper  will  necessarily  be  prepared  without 
the  benefit  of  the  many  valuable  reference  works  dealing  with  this 
subject,  and,  of  course,  I  can  only  present  an  academic  discussion 
of  the  advantages  of  segregation  of  property  and  separation  of 
sources  of  state  and  local  revenues  from  the  viewpoint  of  an  ad- 
ministrative officer. 

In  view  of  the  fact  that  in  my  state  we  do  not  have  separation 
and  segregation  of  sources  of  state  and  local  revenues,  but  are  con- 
tinuing the  old  system  of  superimposing  state,  county,  municipal, 
and  district  taxes,  one  upon  the  other  and  upon  the  same  property 
to  a  large  extent,  I  believe  this  subject  could  have  been  better 
handled  by  some  one  from  a  state  in  which  segregation  is  at  least 
in  partial  eft"ect  at  this  time. 

I  find  that  the  first  national  conference  upon  state  and  local  taxa- 
tion, held  at  Columbus,  Ohio,  in  1907.  adopted  a  resolution,  in  part, 
as  follows : 

"  The  reliance  by  state  government  for  revenue  upon  the 
taxes  ordinarily  imposed  on  property  as  assessed  by  local  offi- 
cials has  produced  sectional  injustice  and  jealousy  and  local 
inequality ;  the  general  property  tax  as  a  source  of  state  rev- 
enue enforces  a  rigid  uniformit}-  which  can  take  no  account 
of  actual  conditions." 

To  my  mind,  this  resolution  adopted  approximately  twenty  years 
ago  by  this  association  more  clearly  defines  the  reasons  why  the 
same  property  should  not  be  taxed  for  both  state  and  local  purposes 
than  any  thought  which  I  could  develop.  It  is  apparent  to  my  mind 
that  the  wisdom  of  this  resolution  has  been  amply  demonstrated  by 
the  passing  years. 

I  believe  it  has  been  the  experience  of  every  state  in  the  Amer- 
ican Union  which  has  attempted  to  obtain  the  major  portion  of  its 
revenues  by  the  imposition  of  a  state  levy  upon  real  estate,  and 
tangible  personal  property,  that  a  large  number  of  local  assessors 
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and  local  boards  of  equalization  have  uniformly  returned  such  prop- 
erty' for  a  very  small  percentage  of  true  value,  in  order  to  avoid  as 
much  of  the  state  burden  as  possible.  That  has  been  our  experience 
in  Mississippi  and  we  have,  after  more  than  ten  years  of  diligent 
efifort  on  the  part  of  the  state  tax  commission,  been  unable  to  get 
our  assessments  up  to  anything  like  one  hundred  per  cent  of  the 
value  of  property. 

It  is  a  well-known  fact  among  taxing  officials  that  you  can  never 
have  complete  equality  and  uniformity  of  assessments  of  any  kind 
or  character  until  such  time  as  all  classes  of  property  and  all  tax- 
payers similarly  situated  are  placed  upon  the  same  footing.  There 
is  a  growing  tendency  in  the  present  day  of  high  taxes,  upon  the 
part  of  most  local  taxing  officials,  that  they  are  unfaithful  to  their 
trust,  unless  they  return  their  real  properties  and  tangible  personal 
property  for  a  small  percentage  of  its  true  value.  They  feel  that 
the  other  counties  of  the  state  are  returning  for  less  than  full  value, 
and  in  self-defense  they  must  do  likewise.  This,  of  course,  is  an 
unfortunate  situation  and  is  one  of  the  real  stumbling-blocks  in  the 
way  of  tax  reform.  It  is  my  opinion  it  would  be  infinitely  better 
for  the  state  to  abandon  the  general  property  tax  as  the  major 
source  of  state  revenues  and  to  select  certain  items  upon  which  to 
impose  such  tax,  which  should  be  supplemented  by  modern  forms 
of  indirect  taxation.  Personally,  I  believe  every  state  could  derive 
ample  revenues  from  a  tax  upon  the  property  of  public  service  cor- 
porations supplemented  by  license,  privilege  and  excise  taxes.  I 
select  the  property  of  public  service  corporations  to  be  taxed  by 
the  state,  for  the  reason  all  of  our  large  public  service  corporations 
are  supported  by  all  of  the  people  of  the  state  and  every  large  rail- 
road center  derives  an  indirect  benefit  from  the  location  of  such 
corporate  property,  because  of  increased  pay-rolls  and  enhanced 
values  brought  about  by  the  assembling  of  large  numbers  of  people. 
I  realize  the  major  objection  to  this  plan  of  taxation  will  be  the 
apparent  fact  that  the  state  will  abandon  all  control  over  local 
assessments,  and  if  the  state  should  do  this,  then  of  course,  in  my 
opinion,  this  plan  of  taxation  would  defeat  its  own  ends. 

The  state  should  retain  as  far  as  possible  control  over  local  assess- 
ments, so  that  the  same  classes  of  property  would  take  the  same 
relative  assessed  valuation  and  the  only  ultimate  change  in  our 
present  general  scheme  of  taxation  would  be  the  absence  of  a  state 
levy  upon  that  class  of  property  allocated  to  the  counties  for  county 
purposes.  I  also  believe  it  would  be  necessary  to  continue  to  assess 
the  property  of  railroads  and  other  public  service  corporations  as 
they  are  now  assessed,  that  is,  at  the  same  rate  as  other  property 
in  the  counties,  municipalities  and  separate  taxing  districts  pays. 
The  practical  efifect  of  such  an  innovation  would  be  that  the  prop- 
erties allotted  to  the  counties  for  county  purposes  and  the  public 
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service  corporations  selected  for  state  purposes  would  avoid  the 
payment  of  the  present  state  rate,  and  the  rates  would  be  changed 
to  meet  the  new  condition. 

It  may  be  said  the  benefits  to  be  derived  by  the  owners  of  real 
property  from  segregation  and  separation  of  sources  of  revenue 
would  be  largely  offset  by  the  increased  taxes  they  would  be  called 
upon  to  pay  in  other  ways.  This,  in  my  opinion,  would  not  be  a 
correct  analysis  of  the  situation,  for  I  know  from  practical  experi- 
ence it  is  possible  by  an  intelligent  utilization  of  the  taxing  machin- 
ery available  to  all  of  the  states  to  materially  reduce  the  almost  pro- 
hibitive tax  rates  which  are  now  applied  to  real  property  in  the 
United  States,  especially  in  the  South.  In  my  own  state,  prior  to 
1924,  the  counties  derived  approximately  ninety-five  per  cent  of 
their  revenues  from  a  direct  ad  valorem  tax  upon  real  property  and 
tangible  personal  property.  The  remaining  five  per  cent  was  de- 
rived from  privilege  taxes  or  license  taxes.  The  state  derived  ap- 
proximately seventy  per  cent  of  its  revenues  from  an  ad  valorem 
tax  superimposed  upon  real  and  personal  property  which  had  already 
contributed  ninety-five  per  cent  of  the  county  and  separate  district 
taxes.  The  tax  burden  in  Mississippi  had  increased  from  approxi- 
mately twenty-three  mills  in  1910  to  approximately  forty-five  mills 
in  1924,  an  increase  of  almost  one  hundred  per  cent  in  the  fourteen- 
year  period.  The  basis  of  assessed  valuation  had  also  increased 
from  approximately  thirty  per  cent  in  1910  to  approximately  sixty 
per  cent  in  1924,  an  increase  of  about  one  hundred  per  cent  in 
assessed  valuation  in  the  same  period.  The  result  was,  the  owners 
of  real  property  and  tangible  personal  property  were  paying  almost 
four  times  as  much  taxes  upon  the  same  property  in  1924  as  they 
were  paying  in  1910,  and  real  estate  values  were  being  beaten  down 
yearly  by  the  increase  in  the  ad  valorem  tax  burden  upon  this  class 
of  property.  In  1924  the  legislature  made  an  honest  effort  to  afford 
some  measure  of  relief  and  enacted  a  modern  income  tax  law 
which.  I  am  glad  to  report,  now  produces  approximately  twenty-five 
per  cent  of  the  state's  total  revenues.  We  are  now  getting  ap- 
proximately thirty  per  cent  more  of  the  state's  total  revenues  from 
other  indirect  sources  of  taxation  and  at  this  time  the  state  is  get- 
ting approximately  fifty-five  per  cent  of  its  support  from  sources 
other  than  the  direct  property  tax  instead  of  thirty  per  cent,  as  was 
the  case  two  years  ago.  The  result  is  the  state  levy  upon  real 
property  and  tangible  personal  property  has  been  reduced  from 
nine  mills  in  1923  to  six  mills  in  1926,  or  a  reduction  of  thirty-three 
and  one-third  per  cent  in  the  two-year  period.  This  has  been 
accomplished  without  materially  increasing  the  assessed  valuation 
of  the  state  as  a  whole.  In  addition  to  this,  our  gasoline  tax  was 
increased  from  one  cent  per  gallon  in  1923  to  four  cents  per  gallon 
in  1926,  all  of  which  is  devoted  to  highway  construction  and  main- 
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tenance.  This  source  of  revenue  produces  approximately  six  mil- 
lion dollars  a  year  and  is  equivalent  to  approximately  nine  mills 
upon  the  total  assessed  valuation  of  the  State  of  Mississippi;  thus, 
in  Mississippi,  we  have  in  effect  reduced  the  tax  burden  upon  prop- 
erty approximately  twelve  mills  in  the  two-year  period.  This  re- 
duction will  not  be  found  in  the  existing  millage  rate  now  in  force 
in  this  state,  for  the  reason  prior  to  1924  the  state  was  annually 
issuing  bonds  for  current  expenses  and  never  retiring  maturing 
bonds,  while  at  the  present  time,  the  state  is  upon  a  sound  financial 
basis  and  is  retiring  all  maturing  obligations  as  they  come  due. 
The  counties  are  largely  following  this  same  general  policy  and  the 
tax  burden  upon  real  and  personal  porperty  is  materially  less  than 
it  was  two  years  ago.  The  result  is  apparent  to  every  citizen  of 
the  State  of  Mississippi.  Real  estate  which  was  stagnant  and  for 
which  there  was  no  market  two  years  ago  can  now  be  sold  without 
trouble  and  at  from  usually  fifty  to  one  hundred  per  cent  more  than 
it  could  have  been  bought  two  years  ago.  Therefore,  the  benefits 
to  be  derived  from  a  reasonable  tax  upon  property  is  forcefully 
demonstrated  in  my  state  and  I  believe  if  we  could  divorce  the 
sources  of  state  and  local  revenues  and  further  reduce  the  burden 
upon  real  property  our  state  would  again  take  a  great  step  forward 
toward  greater  material  prosperity. 

I  do  not  believe,  however,  we  can,  even  with  segregation  and 
separation,  completely  solve,  even  temporarily,  the  tax  problems 
with  which  we  are  confronted  without  a  radical  revision  of  our 
constitution.  I  know  this  is  true  in  Mississippi,  and  the  same  con- 
dition likely  obtains  in  a  nimiber  of  states.  I  believe  it  is  necessary 
for  the  legislatures  of  the  various  states  to  have  absolute  authority 
to  classify,  segregate  and  separate  properties  for  taxation  and  to 
designate  that  property  which  is  to  be  taxed  by  the  local  taxing 
units  and  that  which  is  to  be  taxed  by  the  state.  I  also  believe 
every  constitution  should  contain  a  strict  limitation  upon  the  total 
amount  of  taxes  property  could  ever  be  called  upon  to  pay.  I  be- 
lieve such  a  restriction  is  necessary  to  save  a  large  number  of  our 
people  from  themselves.  In  my  state  I  cannot  recall  a  single  bond 
issue  for  a  public  improvement  which  has  ever  failed.  Many  such 
bond  issues  were  ill-advised  and  the  improvements  obtained  were 
far  beyond  the  means  of  the  taxing  district.  The  result  is  an  ab- 
normal high  tax  rate  and  a  dissatisfied  citizenship.  I  do  not  be- 
lieve the  counties  and  separate  taxing  units  should  have  any  option 
or  choice  in  their  methods  of  raising  revenue.  I  believe  the  state 
should  provide  a  uniform  system  for  local  taxation  which  should  be 
.applicable  to  every  county  in  the  state  and  that  the  state  should 
retain  jurisdiction  over  the  fiscal  affairs  of  every  county  and  sep- 
arate taxing  unit  and  should  also  retain  some  control  over  their 
ability  to  issue  bonds  or  otherwise  incur  obligations  which  would 
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tend  to  increase  the  tax  burdens.  The  public  purposes  for  which 
tax  money  is  expended  by  the  state  and  counties  should  be  clearly 
defined  and  I  do  not  believe  the  state  and  counties  should  both 
contribute  toward  the  support  of  the  same  undertaking.  In  other 
words,  if  we  are  to  derive  full  benefit  from  separation  and  segre- 
gation of  sources  of  revenue,  we  must  also  segregate  and  separate 
the  sources  of  expenditure.  Perhaps  I  can  best  illustrate  what  I 
mean  by  telling  you  that  in  my  state  more  than  fifty-one  per  cent 
of  every  dollar  collected  by  the  state  government  is  devoted  to  the 
cause  of  education.  The  state  undertakes  to  contribute  to  the 
support  of  the  public  schools  but  also  permits  the  counties  to  tax 
themselves  to  supplement  the  state  fund,  and  by  so  doing,  the  state 
government  loses  sight  of  the  amount  contributed  by  the  counties, 
and  the  counties  do  not  properly  consider  the  amount  they  derive 
from  the  state.  In  some  of  the  poorer  counties  as  much  as  three 
times  the  amount  paid  by  the  county  to  the  state  is  received  back 
from  the  state  in  the  form  of  support  for  schools  and  pensions.  I 
believe  either  the  state  or  the  counties  should  support  the  primary 
school  system  and  not  have  each  contributing  for  the  same  purpose 
and  at  the  same  time  each  deriving  the  funds  they  do  contribute 
from  the  same  source,  that  is,  a  general  property  tax. 

Personally,  it  is  my  opinion  the  time  has  come  in  the  United 
States  for  more  local  or  self-government.  It  is  apparent  paternal- 
ism is  being  carried  to  the  extreme  by  both  the  national  government 
and  state  governments.  I  believe  we  should  at  this  time  begin  to 
look  over  the  situation  and  let  each  responsible  governing  body 
assume  its  own  obligations  and  accept  full  responsibility  for  its 
official  acts,  and  that  our  people  should  be  educated  to  the  fact  that 
in  the  end  it  doesn't  make  any  difference  whether  funds  are  appro- 
priated and  expended  by  the  Federal  Government,  the  state  govern- 
ment, or  their  small  local  taxing  units.  The  result  is  always  the 
same,  in  that  the  owner  of  taxable  wealth  pays  the  bill.  I  believe 
the  best  way  to  make  each  taxpayer  realize  his  duties  and  obliga- 
tions as  a  citizen  is  to  separate  the  properties  to  be  taxed  by  the 
separate  taxing  authorities,  so  that  he  can  identify  his  tax  money 
in  the  benefits  which  he  derives  from  its  expenditure. 

It  is  apparent  to  me  that  we  can  never  properly  equalize  the 
burdens  of  taxation  until  such  time  as  every  class  of  property, 
whether  real  or  personal,  tangible  or  intangible,  contributes  an 
equitable  amount  toward  the  support  of  government.  We  kno\y 
real  estate  is  bearing  entirely  too  much  of  the  tax  burden  in  this 
country.  Perhaps  I  can  best  illustrate  by  again  calling  your  atten- 
tion to  the  situation  in  my  state  where  we  have  a  total  assessed 
valuation  of  seven  hundred  and  thirty-eight  million  dollars.  Of 
this  amount  four  hundred  and  seventy  million  dollars  is  the  realty 
assessment,  one  hundred  and  sixty-one  million  dollars  the  personalty 
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assessment,  and  one  hundred  and  six  million  dollars  is  the  assessed 
value  of  public  service  corporations.  It  will,  therefore,  be  noted 
from  these  figures  that  real  property  is  contributing  more  than 
sixty  per  cent  of  the  amount  of  revenues  derived  from  a  direct 
property  tax  and  many  classes  of  personalty  are  wholly  escaping 
any  of  the  burden  whatever.  It  must  be  remembered  that  no  con- 
sideration is  given  to  the  amount  of  mortgages  against  real  property 
in  listing  assessments  in  my  state,  and  much,  if  not  most  of  our 
real  property  is  mortgaged  and  the  owners  of  real  property  are 
called  upon  to  pay  a  very  high  tax  rate,  in  addition  to  the  interest 
uf>on  mortgages  and  other  fixed  charges,  while  the  owners  of  clear 
value  represented  by  certain  classes  of  tangible  and  all  classes  of 
intangible  personalty  pay  no  direct  property  taxes  whatever.  It  is 
apparent  this  is  not  an  equitable  distribution  of  the  cost  of  govern- 
ment, and  I  believe  a  complete  separation  of  properties  for  taxation 
as  between  the  state  and  local  taxing  units  offers  the  most  likely 
solution,  and  to  promise  the  most  likely  remedy  available  at  this 
time,  for  taxing  all  classes  of  property  and  all  of  the  people  in 
proportion  to  their  ability  to  pay,  which  after  all  is  the  most  equi- 
table principle  in  modern  taxation. 

As  stated  in  the  beginning,  this  paper  is  prepared  without  the 
benefit  of  the  valuable  reference  works  dealing  with  this  subject 
and  without  utilizing  the  reports  from  states  where  segregation  has 
been  attempted,  and  perhaps  will  appear  as  mere  sophistry  to  some 
of  you  who  represent  states  where  this  theory  has  been  put  into 
practical  operation.  However,  I  hope  we  can  have  a  full  discus- 
sion of  the  merits  and  demerits  of  separation  and  segregation,  in 
order  that  we  may  intelligently  form  an  opinion  as  to  its  practical 
worth,  for  I  assure  you  we  in  Mississippi  have  made  progress 
rather  slowly  in  matters  of  tax  reform  and  are  seeking  all  of  the 
information  based  upon  practical  experience  we  can  obtain  which 
will  enable  us  to  shift  some  of  the  burdens  of  government  from 
the  overburdened  owners  of  real  property. 

(President  Vaughan  presiding.) 

Chairman  Vaughan  :  I  want  to  make  several  announcements. 
Mr.  N.  S.  Walpole,  one  of  the  old-time  members  of  the  association, 
who  rarely  ever  fails  to  attend,  is  very  ill  in  New  York  City,  where 
he  has  been  for  several  weeks,  but  he  got  on  the  long  distance  today 
to  send  us  greetings  and  his  regrets  at  not  being  able  to  be  here  in 
person. 

The  next  speaker  on  this  topic  under  discussion  was  to  have 
been  Mr.  C.  C.  Hieatt,  president-elect  of  the  National  Association 
of  Real  Estate  Boards,  of  Louisville,  Kentucky.  Mr.  Hieatt  is  ill, 
and  a  telegram  today  announces  that  his  physician  w^ould  not  let 
him  attend,  and  we  are  asking  Professor  H.  L.  Lutz,  well  known  in 
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our  association   for  the  active   work   he   has  done   and   fully   well 
qualified  to  discuss  the  subject,  because  of  his  familiarity  with  many 
phases  of  the  general  subject  of  segregation  of  sources. 
Is  Professor  Lutz  in  the  room? 

H.  L.  Lutz  (California)  :  Ladies  and  Gentlemen:  You  will  ob- 
serve that  I  am  pinch-hitting  in  even  a  more  important  sense  than 
Mr.  Inman.  He  knew  his  fate  in  time  to  get  his  name  on  the 
program.     I  did  not  even  know  it  that  much  in  advance. 

I  think  the  reoccurrence  of  this  subject  before  the  conference 
illustrates  the  old  proposition  that  in  time  all  things  become  new 
again;  and  those  of  us  who  have  been  familiar  with  the  work  of 
the  association  over  a  sufficiently  long  period  will  recall  that  in  the 
dark  ages,  as  it  were,  we  fought  and  bled  over  this  particular 
matter,  and  again  we  find  it  before  us. 

It  prompts  roe  to  say  apropos  of  the  subject,  apropos  also  of  what 
you  heard  last  night  from  Dr.  Adams,  if  you  will  permit  me  to 
digress  long  enough  to  register  my  reaction  of  his  remarks  —  it 
affords  me  the  opportunity  to  say  that  I  want  to  dift'er  somewhat 
from  Dr.  Adams  in  his  estimate  of  what  this  association  has  accom- 
plished. He  perhaps  purposely  drew  for  you  a  rather  dark  and 
pessimistic  picture  last  night,  using  a  heavy  brush  and  broad  lines, 
and  doubtless  there  was  a  very  valuable  purpose  in  his  addressing 
you  as  he  did.  Still.  I  think  it  must  be  said,  even  if  you  grant  the 
soundness  of  his  convictions  and  of  much  that  he  said,  on  the  other 
hand  that  this  association  has  accomplished  something  in  the  nine- 
teen years  of  its  existence. 

One  could  not  mention  even  so  much  as  the  model  program  of 
state  and  local  taxation  and  fail  to  recognize  that  something  has 
been  accomplished.  Of  course  it  may  be  only  the  sort  of  experi- 
ence that  IMutt  and  Jeff  had  when  they  saw  the  signboard  "  Six 
miles  to  Buffalo,"  and  they  walked  another  hour  and  came  to  a 
signboard,  ''Six  miles  to  Buffalo;"  still  another  hour  of  walking 
and  another  signboard  told  them  "  Six  miles  to  Buffalo."  Jeff  says, 
"At  any  rate,  Mutt,  we  are  holding  our  own."  I  think  this  asso- 
ciation has  certainly  been  holding  its  own. 

Still,  if  we  go  beyond  that  parallel,  it  is  a  biological  truth,  and  I 
think  it  is  a  political  truth,  that  an  organization,  like  an  organism, 
either  dies  or  progresses.  If  this  were  a  dead  organization,  if  it 
had  never  accomplished  anything,  I  don't  think  there  would  have 
been  the  enrollment  from  as  many  states  and  as  many  different 
parts  of  the  country  as  we  have  here.  I  think,  after  going  into  all 
of  the  details  of  the  specific  accomplishments  that  committees  of 
this  association  have  produced,  with  the  silent  working  indirect 
eft'ects  of  the  contacts  at  the  annual  meetings,  and  the  publication 
of  one  of  the  most  valuable  masses  of  material  relating  to  state, 
local  and  federal  taxation  that  is  available  in  any  of  the  libraries 
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of  this  country — I  think  we  must  say  that  while  Dr.  Adams  did  us 
a  very  useful  service  in  reminding  us  that  to  stand  still  is  to  die 
or  to  become  relatively  worthless,  after  all,  we  have  not  entirely 
stood  still. 

Now,  on  this  matter  of  the  separation  of  sources  of  revenue;  it 
comes  up  again  as  a  new  problem,  in  part  because  of  the  changing 
personnel,  and  I  have  observed  that  this  particular  scheme  is  one 
which  appeals  rather  readily  to  the  new  man  in  tax  administration. 

I  was  in  Chili  a  year  ago  last  summer,  and  there  was  a  new 
minister  of  finance  who,  even  in  a  unitary  state,  was  considering 
the  possibility  of  separation  of  state  and  local  sources  of  revenue, 
because  he  was  a  new  man  on  the  job,  and  that  looked  to  hinj  like 
an  easy  way  to  solve  some  of  his  most  difficult  problems. 

This  summer  in  Poland  I  found  a  new  minister  of  finance  on  the 
job.  He  was  likewise  flirting  with  this  question  of  separation  of 
sources  of  revenue,  because  to  him  it  seemed  like  an  easy  way  out 
of  certain  embarrassing  difficulties. 

You  have  heard  the  evidence  in  California.  It  is  much  stronger 
evidence  than  I  had  reason  to  hope  might  come  from  California. 
As  Mr.  Inman  himself  said,  it  practically  covers  the  whole  ground. 

I  think  in  the  light  of  that  testimony  there  isn't  a  great  deal  more 
that  any  of  us  need  to  say,  because  if  a  state  like  California,  em- 
barking upon  it  in  the  thoroughgoing  and  whole-hearted  and  enthu- 
siastic fashion  in  which  California  did  undertake  this  experiment — 
the  separation  of  state  and  local  sources  of  revenue — and  which 
now,  after  fifteen  years,  recognizes  the  soundness  of  the  position 
taken  by  the  National  Tax  Association  in  its  resolution  of  1911  at 
Richmond,  in  which  resolution,  I  believe,  this  policy  was  rejected, 
it  gives  us  some  hope  that  after  all  the  association  is  on  solid  ground 
•and  is  making  some  progress. 

I  was  at  that  Richmond  convention  in  1911,  and  I  speak  ad- 
visedly when  I  say  we  sweat  and  bled  over  this  question  of  the 
attitude  of  the  association  on  the  separation  of  sources. 

Now,  there  is  just  one  argument  in  it  in  which  I  am  able  to  see 
some  measure  of  force.  It  was  mentioned  here  on  more  than  one 
occasion.  It  is  the  argument  of  home  rule.  I  have  sympathy  with 
that  contention.  I  think  that  localities  have  a  certain  right  to 
determine  within  certain  limits,  the  policy  which  those  communities 
will  follow,  policies  of  various  sorts,  social  requirements  or  expen- 
ditures, determining  the  channels  in  which  public  moneys  shall  be 
spent,  determining  possibly  the  source  of  local  revenue ;  and  yet 
that  argument  can  be  pushed  so  far  as  to  become  absurd. 

What  is  a  locality?  Of  course,  they  are  all  creatures  of  the 
state.  The  state  may  make  or  unmake  those  boundary  lines.  I 
mean,  it  has  the  political  power  to  do  so.  It  would  not  ordinarily 
■undertake  to  do  it.     But,  if  you  say  the  City  of  Philadelphia,  for 
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example,  has  the  right  to  determine  its  local  policy,  without  dicta- 
tion or  interference  from  any  other  source  or  any  other  authority 
about  it,  why  not  push  it  a  little  further? 

Philadelphia  has,  we  will  say,  100  wards  and  subdivisions  of  the 
city.  If  you  are  going  to  assert  that  right  for  the  municipal  cor- 
poration, now  known  as  the  City  of  Philadelphia,  why  not  a  resi- 
dential w^ard,  which  prefers  to  use  its  money  in  a  very  different 
fashion  from  an  industrial  ward  or  tenement  ward  or  water-front 
ward;  and  if  you  are  going  to  push  the  doctrine  of  home  rule  to 
its  uttermost,  you  will  have  to  concede  the  right  of  the  residential 
ward  to  do  as  it  pleases,  and  to  make  no  contribution  toward  the 
cost  of  government.  In  other  words,  you  can  carry  that  on  down, 
of  course,  until  you  come  to  a  state  of  anarchy,  in  which  no  man 
is  yielding  or  contributing  anything  in  the  way  of  support  or  any- 
thing else.  Even  the  advocates  of  home  rule  would  not  care  to 
push  the  argument  that  far. 

We  have  taken  it  more  or  less  for  granted  that  these  local  entities 
of  government  are  unchangeable,  and  they  are  in  a  way  unitary  as 
well  as  a  political  society,  and  cannot  be  tinkered  with. 

Now,  while  it  is  true  that  some  of  the  cities  have  perhaps  reached 
a  sufficient  degree  of  advancement,  in  which  we  may  grant  to  them 
certain  powers  of  self-government,  I  do  not  believe  that  is  true  of 
all  of  your  local  subdivisions.  In  the  State  of  Ohio  I  can  think 
or  one  or  two  counties  that  would  be  better  blotted  out  if  it  could 
be  done  politically.  There  is  no  economic,  no  social  reason  for  the 
continuance  of  those  counties;  they  might  better  be  eliminated. 
The  doctrine  of  home  rule  would  set  up  Adams  County,  for  ex- 
ample, as  an  indestructible  unit  of  government,  never  to  be  inter- 
fered with,  never  to  be  controlled  or  supervised. 

The  doctrine  of  home  rule  would  set  up  a  school  district  which 
has  a  duplicate  too  small  to  support  its  school  population  as  an  in- 
destructible local  unit  of  government,  never  to  be  interfered  with 
in  the  manner  in  which  it  raises  its  money,  the  amount  it  gets,  or 
the  way  it  disposes  of  it. 

Now,  after  all,  I  am  willing  to  grant  that  in  favor  of  the  propo- 
sition of  home  rule,  which  is  in  my  opinion  more  of  a  sentimental 
appeal  than  a  strictly  logical  appeal,  I  think  we  must  get  back  to 
what  seems  to  me  one  of  the  most  important  arguments  in  favor 
of  the  general  position  that  the  National  Tax  Association  has  taken 
on  this  question,  a  position  which  I  am  happy  to  see  the  men  of 
influence  in  the  State  of  California  are  coming  to  take,  namely, 
that  the  state  has  a  certain  responsibility  over  certain  of  the  actions 
and  the  affairs  of  its  subdivisions,  the  subdivisions  which  it  has 
created,  and  that  should  not  evade  or  dodge  or  pass  on  to  any  other 
authority  those  responsibilities. 

One  of  those  responsibilities,  the  one  particularly  in  question  in 
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this  discussion,  is  as  to  the  matter  in  which  the  fiscal  machinery  of 
the  state  and  its  subdivisions  shall  operate.  It  has  been  granted  by 
Mr.  Inman,  with  all  his  enthusiasm  for  the  scheme  of  separation, 
that  the  state  should  not  relinquish  entirely  its  control  over  local 
assessments,  but  of  course  that  almost  always  at  least  goes  with  the 
idea  of  separation,  that  the  state  will  have  no  control  over  local 
assessments.  And,  in  practice,  I  think  that  is  the  way  in  which  it 
has  worked  out. 

The  county  in  which  I  live,  Santa  Clara  County,  has  of  course  no 
supervision  of  its  assessments  by  the  state  authorities.  As  a  matter 
of  fact,  what  we  have  done  in  that  county,  and  which  is  probably 
true  generally  in  California,  is  that  we  have  set  up  dual  or  multiple 
assessment  machinery.  Each  city  in  the  county  has  its  assessing 
machinery  for  city  purposes,  the  county  has  assessment  machinery 
for  assessing  the  same  property  and  rural  property  in  addition,  for 
county  purposes. 

Last  year  I  had  the  assessor  of  Palo  Alto  speak  to  my  class  in 
taxation,  and  he  told  us  there  that  he  kept  his  material  under  lock 
and  key.  He  was  so  careful  that  the  county  assessor  would  not  see 
what  he  was  doing.  Of  course,  he  could  have  found  out  in  a  gen- 
eral way  what  was  being  done,  but  at  any  rate  the  assessor  was 
going  to  make  certain  that  he  would  get  no  official  light  on  the 
basis  of  assessment  in  Palo  Alto,  because  of  his  fear  that  this  county 
assessor  would  then  treat  Palo  Alto  unfairly  as  compared  to  the 
rural  sections  of  the  county  or  the  other  cities  of  the  county. 

Of  course  that  sort  of  chaotic  condition  results  in  increased  ex- 
pense of  assessment  when  you  have  a  policy  of  complete  "  hands 
off "  on  the  part  of  the  state. 

I  have  gone  on  record  in  this  association  in  favor  of  the  propo- 
sition that  the  state  has  the  responsibility  of  supervising  assess- 
ments, equalizing  assessments,  and  of  making  certain  that  all  of 
the  taxpayers  in  the  state  get  a  square  deal  with  regard  to  the  dis- 
tribution of  the  total  burden  of  state  and  local  taxation,  and  that 
that  responsibility  cannot  be  exercised  without  some  effective  meas- 
ure of  control  over  the  assessment  machinery  and  over  the  result 
of  that  assessment. 

I  want  to  point  out  just  one  other  aspect  of  this  question.  It  is 
likewise  an  aspect  hinted  at  by  Mr.  Riley  when  he  said  that  the 
State  of  California,  and  that  is  probably  true  of  other  states,  has 
ample  revenues  ordinarily,  and  that  the  municipalities  are  very 
hard  put  to  it  to  find  adequate  revenues. 

That  is  another  incident  of  a  strictly  applied  separation  of  sources. 
The  state  grabs  off,  to  tax,  some  of  the  best,  most  productive  and 
most  easy  sources  of  revenue,  sources  from  which  the  revenue  is 
most  easily  obtained,  and  says  to  the  municipalities,  '"  You  may  not 
touch  these,  you  must  finance  yourselves  and  find  for  yourselves 
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the  revenue  out  of  which  you  must  discharge  the  obligations  which, 
the  state  throws  upon  you  or  which  you  must  assume." 

The  result  is  that  the  state  has  a  surplus  very  often,  a  surplus  to 
which  it  has  no  right,  and  a  surplus  which  has  been  built  up  be- 
cause of  the  fact  that  the  state  has  taken  some  of  the  most  produc- 
tive sources  of  revenue  and  has  denied  access  to  those  sources  on 
the  part  of  the  local  subdivisions. 

Of  course,  the  other  extreme  may  be  found.  If  your  segregated 
sources  of  revenue  do  not  produce  a  sufficient  revenue  to  support 
the  state,  then  the  state  is  in  embarrassment,  and  the  municipalities, 
some  of  them,  may  be  overflowing  with  riches.  I  understand  there 
are  certain  local  subdivisions  in  California  where  the  oil  fields  are 
turning  out  for  the  time  being  immense  floods  of  wealth,  where 
they  are  rolling  in  luxury  and  are  finding  difficulty  to  spend  the 
school  money  that  comes  in,  even  with  a  moderate  rate  of  levy; 
while  other  school  districts  are  languishing  for  lack  of  adequate 
support. 

But,  that  very  faultiness  of  the  distribution  of  revenue  is  another 
aspect  of  this  responsibility  which  the  state  has  to  see  that  the  re- 
sources of  the  community,  the  obligations  of  the  communities  are 
equalized,  so  that  there  will  not  be  this  feast  on  the  one  hand  and 
famine  on  the  other,  this  alternating  feast  and  famine,  but  that 
there  shall  be  on  the  contrary  an  equitable  distribution  of  the  re- 
sources of  the  whole  community  in  some  proper  degree  with  the 
responsibilities  which  the  localities  and  the  state  must  together 
carry.     I  thank  you. 

Chairman  Vaughan  :  Now,  gentlemen,  the  meeting  is  open  to 
discussion  on  the  topics  of  the  evening. 

Chairman  Vaughan  :  Well,  it  seems  that  all  minds  are  satis- 
fied on  this  subject. 

If  there  is  no  further  discussion  on  the  subject,  the  meeting  will 
be  adjourned  until  the  morning  session  tomorrow  at  9:30. 

(Adjournment) 


EIGHTH  SESSION 
Thursday  Morning,  November  18,  1926 

(President  Vaughan  presiding.) 

Chairman  Vaughan  :  Before  proceeding  with  the  set  program 
for  this  forenoon,  there  are  several  announcements  to  he  made. 
Mr.  Holcomb ;  are  you  ready  to  make  the  announcements? 

Secretary  Holcomb  :  I  thought  you  were  to  announce  tliat  the 
executive  committee  would  meet  as  early  as  possible. 

Chairman  Vaughan  :  It  is  desirable  that  there  be  a  meeting  of 
the  executive  committee  as  early  as  practicable  after  we  get  into 
this  session.  This  may  require  some  members  of  the  executive 
committee  who  may  be  present  to  retire  for  the  meeting  of  that 
committee.  Mr.  Holcomb  will  indicate  when  you  are  to  get  together 
on  that. 

Secretary  Holcomb:  On  the  program  you  will  see,  Mr.  Presi- 
dent and  gentlemen,  that  we  have  been  counting  upon  Dr.  Page  to 
take  part  in  this  particular  discussion.  I  know  we  shall  all  regret 
the  fact  that  he  is  not  with  us.  I  should  like  to  read  this  letter  out 
of  respect — it  is  a  short  letter — because  of  the  interest  that  you 
would  have  in  Dr.  Page. 

This  subject,  by  the  way,  I  might  say,  is  one  that  Dr.  Page  and 
I  have  been  considering  for  two  or  three  years,  and  I  have  counted 
very  greatly  upon  his  participation  in  the  discussion  of  the  elusive 
topic  of  ''  What  is  fair  value  ?"  What  is  it  that  we  have  been  talk- 
ing about  all  these  years  when  we  have  said  that  we  wanted  to  find 
the  value  of  something?  Dr.  Page  has  some  pronounced  ideas,  and 
had  agreed  that  he  would  give  us  the  benefit  of  them.  That  was 
two  years  ago,  and  was  renewed  last  year,  and  this  year  I  had  him, 
as  you  see,  on  the  program. 

In  the  meanwhile  Mr.  Rifkind  had  also  taken  a  great  interest  in 
this  subject,  through  special  investigation  that  he  has  made,  and  I 
was  counting  on  a  very  fine  joint  discussion.  I  received  this  letter 
dated  October  29th : 

(Reads  letter) 

Chairman  Vaughan  :  In  passing  I  can  hardly  refrain  from 
commenting  on  the  splendid  personnel  of  our  organization,  when 
we  think  that  our  former  president  is  called  to  Europe  on  this  im- 
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portant  mission,  and  that  he  has  .also  occupied  posts  of  national 
distinction,  and  that  others  of  our  former  presidents  have  been 
signally  distinguished  and  recognized  by  the  Government,  as  Dr. 
Adams  has,  as  consultant  of  both  administrations,  in  matter  of  in- 
come tax,  as  Professor  Fairchild,  called  to  assist  the  government  in 
working  out  the  problem  of  forest  taxation,  and  Mr.  Satterlee  and 
Professor  Seligman,  who  is  regarded  an  as  expert  internationally. 
It  makes  us  feel  that  we  have  an  organization  here  which  presents 
an  unusual  opportunity  for  getting  the  very  best  thought  of  the 
country,  and  not  only  do  we  say  that  among  ourselves,  as  members, 
but  the  outside  world  recognizes  this  body  as  a  most  distinguished 
and  worthy  body  for  recognition  in  matters  of  taxation.  Our  liter- 
ature is  published,  and  with  it  you  have  an  opportunity  to  possess 
the  finest  body  of  literature  on  the  subject  that  has  ever  been 
printed. 

That  gives  us  a  certain  pride  in  our  organization,  and  in  this 
connection  I  want  all  of  you  to  remain  through  these  sessions. 
This  program  is  crowded  and  every  section  has  its  interest  and  im- 
portance, and  now  that  you  have  received  so  much  benefit  in  a  casual 
way  from  the  discussions,  please  stay  until  the  business  ends  to- 
morrow. 

Secretary  Holcomb:  Your  remarks,  Mr.  Chairman,  remind  me 
to  say  something  I  had  forgotten  altogether. 

We  are  in  the  course  now  of  publishing  a  digest  and  index  of 
the  complete  set  of  the  eighteen  volumes  of  the  proceedings.  That 
is  something  that  we  have  all  wanted  for  years;  some  place  where 
we  could  find  a  reference  to  the  matter  on  a  particular  topic.  That 
is  now  going  through  the  press,  through  the  kindness  of  two  mem- 
bers. Professor  Blakey  and  his  wife  of  the  University  of  Minne- 
sota. He  offered  to  do  this  work,  and  although  he  is  ill  in  the  hos- 
pital, he  is  reading  proof  there,  and  we  are  trying  to  get  it  through 
the  press. 

In  this  connection.  Miss  Bailey  of  the  New  York  State  Library 
kindly  consented  to  index  the  decisions  that  I  have  attempted  to 
digest  for  the  last  four  or  five  years.  In  that  index  the  lawyer 
members  of  the  association  will  have  what  I  think  is  almost  a  hand- 
book of  tax  law,  because  it  is  my  observation  that  litigation  over  a 
period  of  ten  years  will  cover,  in  one  way  or  another,  all  the  law 
that  you  need,  because  you  will  be  referred  back  through  some  de- 
cisions to  older  decisions;  so,  if  you  get  ten  years  of  active  litiga- 
tion you  have  everything  you  need. 

I  simply  say  that  those  two  things  will  be  found  of  very  great 
value  and  interest  to  the  members.  I  am  glad  to  be  reminded  to 
rtiake  this  observation  at  this  time. 

Chairman    Vaughan  :    Now,    ladies   and   gentlemen,    we    shall 
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proceed  with  our  morning  program.  I  am  going  to  ask  to  preside 
at  this  meeting  Professor  Fairchild,  a  man  who  has  an  especially 
fine  knowledge  and  discrimination  in  the  matter  of  value.  He  will 
preside  at  this  session  while  the  discussion  is  to  be  carried  on. 

(Professor  Fred  R.  Fairchild  presiding.) 

Chairman  Fairchild:  The  conference  will  proceed  to  the  con- 
sideration of  the  very  important,  interesting  and,  I  fear,  baffling 
subject  of  what  is  fair  value.  This  is  a  subject  which  has  for 
years  been  of  very  great  interest  to  me  personally.  It  presents  the 
double  attraction  of  raising  questions  of  profound  theory  in  eco- 
nomics, and  of  the  utmost  importance  in  practical  tax  affairs. 

As  I  read  the  tax  laws  of  the  various  states,  it  appears  to  me 
perfectly  clear  that  the  property  tax,  at  any  rate,  is  based  funda- 
mentally on  the  idea  of  value,  and  the  task  of  the  assessor  and  of 
all  administrative  officers  concerned  with  the  property  tax  is  funda- 
mentally the  problem  of  finding  out  what  is  the  value  of  taxable 
property.  It  has  always  seemed  to  me  rather  curious  and  not  alto- 
gether creditable  to  us  that  with  this  situation  as  it  is,  so  much 
attention  has  been  given  to  practical  rules  of  procedure  in  assess- 
ment and  relatively  so  little  attention  to  the  fundamental  question 
of  what  really  is  value. 

We  have  asked  our  assessors  to  shoot  at  a  target  without  giving 
them  much  of  any  idea  of  the  location  of  the  target  or  exactly 
what  it  is,  and  I  think  that  many  of  the  shortcomings  of  the  gen- 
eral propert}-  tax  as  they  have  developed  for  a  century  or  more 
have  been  due  to  this  one  defect. 

I  am  not  going  to  take  this  opportunity  to  make  a  speech  myself, 
but  wish  to  remind  you  of  the  great  privilege  which  we  have  this 
morning  in  having  that  subject  before  us,  and  having  it  opened  by 
a  gentleman  who  has  been  giving  very  serious  and  careful  study  to 
it  for  some  time  past,  so  I  take  very  great  pleasure  in  introducing 
to  you  now  Mr.  S.  H.  Rifkind  of  the  New  York  Bar,  who  will  ad- 
dress you  on  the  subject  of  "  What  is  Fair  Value  in  Taxation?" 

WHAT  IS  FAIR  VALUE  IN  TAXATION  ?  ^ 

S.   H.  rifkind 
Member  of  the  New  York  Bar 

Mr.  Chairman,  Ladies  and  Gentlemen  : 

It  is  quite  a  simple  matter  to  find  an  audience  composed  of  tax- 
payers; there  are  so  many  of  them  distributed  throughout  the  coun- 
try.    But  to  have  the   opportunity  of   addressing   a  body   of   this 

1  The  material  presented  in  this  report  was  gathered  in  the  course  of  an 
investigation  in  judicial  valuation  conducted  under  the  auspices  of  the  Co- 
lumbia University  Council  for  Research  in  the  Social  Sciences. 
20 
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nature,  composed,  I  understand,  largely  of  tax-gatherers,  is  a  rare 
pleasure  for  which  I  wish  to  thank  you  all  and  particularly  Mr. 
Holcomb,  who  has  extended  this  invitation  to  me. 

Your  chairman  informs  me  that  you  are  a  little  weary.  There 
is  no  doubt  in  my  mind  that  you  have  been  fatigued  by  the  fact 
that  many  of  the  speakers  who  have  preceded  me  have  attempted  to 
give  you  information.  If  you  will  permit  me,  I  shall  try  to  reverse 
the  order  of  things  somewhat  this  morning — I  shall  do  the  question- 
ing and  ask  you  to  give  me  the  information  when  I  am  through. 

Frankly,  I  do  not  intend  to  answer  the  question  "  What  is  Fair 
Valuation  in  Taxation."  All  I  propose  to  do  is  to  describe  the 
question.  I  hope  to  convince  you  that  it  is  a  real  and  living  ques- 
tion. I  shall  also  take  advantage  of  this  occasion  to  ask  the  gentle- 
men present,  who  are  far  better  informed  than  I  am  and  who  have 
had  much  longer  experience  in  this  business  than  I  have  had,  to 
try  to  answer  that  question  if  they  can. 

Professor  Fairchild,  your  chairman,  has  so  accurately  guessed 
exactly  what  is  in  my  mind  that  I  find  it  totally  unnecessary  to  in- 
troduce the  subject  to  you.  I  shall,  therefore,  proceed  to  tell  you 
about  a  case  which  happened  in  the  very  famous  town — famous  for 
reasons  unknown  to  me  —  of  Oshkosh.  Wisconsin.  In  that  town 
there  was  but  one  golf  club,  which  owned  the  only  available  golf 
course.  The  members  had  invested  about  $35,000,  in  converting 
what  was  originally  acreage  into  a  golf  course.  When  taxing  time 
came  around,  about  $35,000  appeared  on  the  tax  bill  as  the  valua- 
tion of  the  property.  The  assessment  was  contested.-  At  the  trial 
it  appeared  in  evidence,  as  I  have  already  informed  you,  that  the 
taxpayer  was  the  only  golf  club  in  the  City  of  Oshkosh,  and  that  it 
owned  the  one  and  only  golf  course.  Were  the  club  to  attempt  a 
sale  of  the  links,  it  could  procure  no  better  than  a  meadow  land 
price,  or  about  $14,000.  The  court  decided  in  favor  of  the  tax- 
payer ;  that  the  links  were  to  be  assessed  at  the  price  they  would 
fetch  if  sold  for  meadow  land  purposes.  The  reason  that  the  court 
gave  for  its  decision  was  this ;  the  statute  "  requires  that  property 
shall  be  assessed  with  reference  to  purposes  for  which  it  may  be 
sold,  rather  than  the  purposes  to  which  it  presently  may  be  de- 
voted." ^ 

The  suggestions  that  the  proper  basis  for  assessment  was  value  to 
the  owner  or  the  value  of  the  property  as  used,  were  disregarded 
by  the  court.  Instead,  it  persisted  in  its  view  that  the  strict  selling 
price,  in  other  words  the  price  at  which  a  particular  piece  of  prop- 

-  State  ex  rel.  Oshkosh  Couiiirv  Club  v.  Petrick  (1920),  172  Wis.  82;  178 
N.  W.  251. 

3  The  Wisconsin  statute  simply  provided  that  the  property  shall  be  as- 
sessed "  at  the  full  value  which  could  ordinarily  be  obtained  therefor  at 
private  sale." 
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erty  could  be  sold  by  the  present  owner  to  some  other  person  who 
is  ready  to  buy,  was  the  only  value  at  which  the  property  could 
lawfully  be  assessed.  Economists.  I  suppose,  will  find  considerable 
comfort  in  such  a  decision,  in  its  apparent  adherence  to  exchange 
value. 

The  question  of  tax  valuation  arose  in  another  state,  under 
slightly  different  conditions  and  produced  totally  different  results. 
The  question  arose  concerning  a  set  of  books  containing  abstracts 
of  title  which  were  used  by  conveyancers  and  attorneys,  in  the 
preparation  of  deeds  and  mortgages.  The  owner,  probably  an 
attorney,  had  purchased  the  books  for  $2900  and  had  built  up  a 
fairly  comfortable  business,  by  charging  a  fee  for  each  abstract. 
The  books  were  assessed  at  $300.  The  validity  of  this  assessment 
was  challenged  by  the  owner,  in  an  action  to  recover  back  the  tax 
paid  under  protest  where  the  position  was  taken  that  the  books  had 
no  value.* 

The  taxpayer's  position  was  sustained.  In  a  brief  opinion  the 
court  ruled  that  the  constitution  required  assessments  to  be  made  on 
property  at  its  cash  value.  "*  This  means,"  said  the  court.  "  what 
has  a  recognizable  pecuniary  value  inherent  in  itself  and  not  en- 
hanced or  diminished,  according  to  the  person  who  owns  or  uses  it. 
....  The  value  of  the  books  except  as  used  is  nothing."  ^ 

Plainly  this  court  was  seeking  a  metaphysically  intrinsic  value, 
which  depended  neither  on  time,  place,  person  or  use.  It  was  a 
value  which  existed  independently  of  these  usual  attributes  of  the 
world  we  live  in. 

At  least  one  dissenting  judge  bitterly  complained  of  Michigan 
justice  which  held  "  that  the  last  cow  of  the  widow  may  be  taken, 
but  these  books,  worth  thousands  of  dollars  and  upon  which  alone 
a  business  is  predicated  and  sustained,  cannot  be  reached."  ^ 

A  different  view  of  tax  value  was  taken  in  the  case  of  National 
Lumber  &  Manufacturing  Co.  v.  Chehalis.'  The  property  in  con- 
troversy was  the  machinery  of  a  lumber  mill.  The  assessors  had 
used  the  figures  reported  by  a  reliable  engineering  house,  which 
were  admittedly  based  on  the  cost  of  reproduction  less  deprecia- 
tion.    The   owner   contended   that   the   proper ,  tax   basis   was   the 

^  Perry  v.  City  of  Big  Rapids  (1887),  67  Mich.   146;   34  N.  W.  530. 

^  Ibid.,  p.   147. 

^  The  identical  question  was  decided  contra  in  Leon  Loan  &=  Abstract  Co. 
V.  Equalization  Board  (Iowa,  1892),  53  N.  W.  9.  It  was  suspected  that  the 
reason  the  Michigan  court  had  found  the  property  devoid  of  tax  value  was 
that  it  considered  the  property  exempt  from  levy  and  execution.  A  statute 
was  therefore  passed,  specifically  subjecting  such  property  to  levy  and  exe- 
cution, but  nevertheless  the  court  refused  to  hold  such  property  taxable. 
Loomis  V.  City  of  Jackson   (Mich.,  1902),  90  N.  W.  328. 

"  1915,  86  Wash.  483;   150  Pacific  1164. 


308  NATIONAL  TAX  ASSOCIATION 

market  value  of  the  property,  which  meant  the  price  for  which  it 
could  sell  the  machinery,  and  it  thereupon  offered  to  show  that  it 
could  not  sell  the  machinery  at  the  price  at  which  it  was  assessed. 

The  Washington  statute  was  a  little  fuller  than  the  ordinary  tax 
statute.  It  called  for  assessment  at  the  true  and  fair  value  of  the 
property  in  money  and  expressly  cautioned  the  tax  assessor  against 
adopting  a  lower  standard  of  value  for  taxation  than  for  other 
purposes.  ''  The  true  cash  value  of  property  shall  be  that  value  at 
which  the  property  would  be  taken  in  payment  of  a  just  debt  from 
a  solvent  debtor."  ^ 

One  would  suppose  that  the  standard  of  value  provided  in  the 
last  quoted  sentence  is  as  thoroughgoing  an  application  of  exchange 
value  as  one  could  find.  The  court  interpreted  the  phrase  to  mean 
"  market  value,"  but  it  refused  to  have  any  regard  for  the  tax- 
payer's plea  that  market  value  meant  exchange  value.  The  court 
confined  itself  to  an  examination  of  the  evidence  presented,  which 
was  to  the  effect  that  the  reports  of  the  self-same  engineering  house 
which  were  used  by  the  tax  assessors,  were  likewise  relied  upon  by 
banks,  as  a  basis  for  the  extension  of  credit,  by  insurance  com- 
panies in  the  adjustment  of  losses,  and  that  the  values  therein  stated 
represented  value  to  the  owner.  Under  these  circumstancs,  the 
court  said,  "  It  is  difficult  to  see  why  this  is  not  the  market  value 
of  the  property  and  the  value  at  which  the  property  would  be  taken 
in  payment  of  a  '  just  debt  from  a  solvent  debtor.'  " 

The  court  in  its  opinion  did  not  analyze  very  closely  the  phrase 
"  value  to  the  owner."  It  did  not  specify  whether  it  meant  what 
the  owner  would  pay  rather  than  go  without  the  machinery  in 
question,  or  what  the  owner  need  pay  in  order  to  procure  the  same 
or  similar  machinery,  or  what  the  owner  would  pay  rather  than  go 
without  any  machinery  at  all,  or  what  the  owner  must  be  paid  be- 
fore he  will  part  with  it.  One  suspects  tliat  the  court's  decision  is 
more  nearly  in  line  with  the  first  suggested  meaning  of  value  to  the 
owner  than  with  the  others. 

In  a  case  decided  in  another  jurisdiction,  value  to  the  owner,  as 
a  standard  of  tax  assessment,  was  applied  as  if  its  meaning  were 
quite  different.^  A  telephone  instrument  had  been  assessed  by  the 
local  tax  assessor  at  $3.42,  which  represented  the  cost  of  manufac- 
turing the  article  plus  twenty  per  cent.  The  state  authorities 
brought  an  action  to  compel  the  local  tax  assessor  to  list  the  tele- 
phone instrument  at  $233.  The  latter  figure  was  constructed  out  of 
a  capitalization  at  6  per  cent  of  the  $14  annual  rental  which  the 
American  Bell  Telephone  Company  was  charging   for  the  use  of 

^  Rem.  6^  Bal.  Code,  par.  91 12. 

^  State  of  Ohio,  ex  rel.  Attorney  General  v.  Halliday  (1899),  61  Ohio 
State  252;  56  N.  E.  118. 
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the  instrument.  Both  parties  to  the  litigation  conceded  in  advance 
that  the  only  property  to  be  assessed  was  the  telephone  instrument, 
not  the  telephone  business  nor  telephone  franchise,  nothing  but  the 
"  horn  and  mouthpiece,"  as  the  court  called  it.  Strict  exchange 
value  was  urged  on  behalf  of  the  taxpayer  as  the  proper  standard 
of  tax  assessment.  It  appeared,  however,  that  this  bit  of  property 
had  no  sale  value,  for  the  simple  reason  that  the  American  Bell 
Telephone  Company  never  sold  it.  The  lease  was  the  only  method 
whereby  the  telephone  company  parted  with  any  of  its  interest  in 
the  instrument.  The  only  known  figures  that  could  be  used  in  the 
valuation  of  the  telephone  were  either  the  $14  a  year  rental,  or  the 
cost  of  manufacture.  The  court's  decision  was  a  victory  for  the 
attorney  general.  He  did  not  succeed  in  convincing  the  court  that 
the  property  was  to  be  valued  at  fully  $233.  Part  of  that  value, 
the  court  found,  was  assignable  to  the  services  which  the  lessor 
company  performed,  but  there  was  no  doubt  that  the  court  rejected 
cost  of  manufacture  as  the  basis  of  value.  A  short  quotation  ade- 
quately expresses  the  court's  attitude : 

"  The  telephonic  instrument  involved  in  this  case  may  have 
no  selling  value.  .  .  .  This  lack  of  selling  value  results  from 
a  circumstance  that  it  could  not  be  put  to  any  valuable  use  by 
a  purchaser.  .  .  .  Therefore,  if  the  selling  value  of  the  article 
....  is  the  standard  of  value  for  taxation,  it  should  not  be 
assigned  any  value  at  all." 

In  order  to  avoid  the  virtual  exemption  of  the  telephone  instru- 
ment from  taxation,  the  court  held  that  the  true  value  might  be  in- 
terpreted to  mean  "its  value  in  money  to  him  (the  owner)  rather 
than  to  another."  Had  the  court  applied  value  to  the  owner  to  this 
case  in  the  same  manner  as  the  Washington  court  had  done  in  the 
machinery  case,  it  would  have  sustained  a  valuation  at  the  cost  of 
the  replacement  of  the  instruments.  It  is  questionable  w^hether 
property  may  be  said  to  be  worth  more  to  its  owner  than  the  cost 
•of  replacement.  Here  the  court  found  a  higher  value.  The  sig- 
nificance of  the  judicial  finding  is  obscured,  because  of  the  diffi- 
culty of  determining  whether  it  applied  some  other  test  of  value 
which  it  called  value  to  the  owner  or  ascribed  to  value  to  the  owner 
a  meaning  other  than  that  intended  by  the  Washington  court.  It 
may  well  be  that  in  the  guise  of  a  novel  standard  of  value,  the 
court  was  in  fact  taxing  intangible  elements.  Again,  it  is  possible 
that  the  court  looked  upon  the  lease  as  a  form  of  sale,  whereby  the 
owner  parted  with  the  use  of  the  property  for  a  fixed  price  per 
year.  Such  an  annual  charge  may  be  the  proper  basis  for  the 
computation  of  a  genuine  market  value. 

I  wish  to  present  to  you  now  three  variations  of  the  doctrine  of 
market  or  realization  value.     The  purpose  of  my  doing  so  is  not  to 
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catalogue  all  the  possibilities,  but  rather  to  indicate  the  numerous 
forms  that  market  value  assumes  and  the  difficulty  with  which  the 
whole  subject  is  surrounded. 

One  case  from  the  State  of  Wisconsin  has  already  been  men- 
tioned. The  doctrine  of  strict  realization  value  announced  in  that 
case  has  been  affirmed  by  the  Wisconsin  court  in  the  case  of  State 
ex  rel.  Mutual  Insurance  Co.  v.  Weiher}^  An  insurance  company 
had  erected  an  office  building  peculiarly  suited  to  its  own  purposes. 
The  assessor  had  valued  it  at  cost,  less  depreciation.  The  building 
was  almost  new  and  the  rising  cost  of  labor  and  materials  had  en- 
hanced rather  than  diminished  the  reproduction  cost  of  the  build- 
ing. Nevertheless  the  taxpayer  insisted  that  it  was  grossly  over- 
assessed.  Its  contentions  were  largely  based  on  the  proposition 
that  were  it  to  attempt  to  sell  the  property,  it  could  dispose  of  it 
only  for  ordinary  office-building  purposes,  since  the  chance  of  a 
sale  to  another  insurance  company  was  highly  speculative.  As  an 
ordinary  office  building  it  was  worth  only  about  45  per  cent  of  the 
sum  at  which  it  was  assessed.  The  court  agreed  with  the  taxpayer 
and  allowed  an  abatement  of  $1,400,000  from  an  assessment  of 
$2,750,000.  On  behalf  of  the  tax  assessor  it  was  contended  that 
even  if  the  standard  of  selling  value  were  employed,  the  abatement 
ought,  nevertheless,  not  be  granted,  for  if  it  be  assumed  that  the 
building  were  offered  for  sale,  the  present  owner  would  be  one  of 
the  persons  who  would  be  eager  to  buy  it.  He  would  be  willing  to 
pay  its  cost  of  reproduction.  The  fact  that  he  had  just  spent  that 
much  for  it  is  evidence  enough  that  he  would  be  willing  to  pay 
that  much  again  for  the  building.  The  court  refused  to  be  swayed 
by  the  contentions  of  the  tax  assessor.     Instead  the  court  said : 

"  The  argument  that  the  owner  may  be  considered  as  stand- 
ing in  the  place  of  a  purchaser  who.  if  desiring  to  buy,  would 
pay  its  reasonable  intrinsic  worth,  forgets  the  statutory  test, 
namely:  What  will  it  bring  if  the  owner  is  the  seller  and  some- 
body else  is  the  buyer?  The  statute  does  not  contemplate  that 
the  owner  shall  be  both  seller  and  buyer." 

The  New  Jersey  court  took  a  different  view  of  market  value. 
There,  too,  the  statute  required  that  property  should  be  assessed  at 
the  price  that  it  "  would  sell  for  at  a  fair  and  bona  fide  sale,  by 
private  contract."  In  Turnley  v.  City  of  Elicabctli,^'^  the  taxpayer 
was  seeking  a  reduction  of  an  assessment  on  a  private  residence 
into  which  he  had  introduced  "  a  number  of  features  and  fancies 
that,  while  adding  greatly  to  its  cost,  have  added  little  or  nothing 
to  its  selling  price  or  market  value."  The  court  granted  an  abate- 
ment from  $60,000  or  $37,500,  but  the  taxpayer  was  not  satisfied. 

.    10  1922,  1,77  Wis.  445  ;  188  N.  W.  598. 

11  1908,  76  N.  J.  Law  42 ;  68  Atlantic  1094. 
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He  evidently  felt  that  he  was  entitled  to  a  greater  reduction  on  the 
ground  that  there  were  no  purchasers  available  in  Elizabeth  of  a 
residence,  even  at  the  reduced  figure  fixed  by  the  court.  The  court 
said: 

"  We  are  not  disposed  to  give  much  force  to  the  argument 
that,  because  there  are  very  few  actual  buyers  for  so  costly  a 
residence,  the  valuation  to  be  placed  upon  it  under  the  statu- 
tory criterion  should  be  correspondingly  depreciated.  The 
criterion  established  by  the  statute  is  a  hypothetical  sale ;  hence 
the  buyers  therein  referred  to  are  hypothetical  buyers,  not 
actual  or  existing  purchasers.  If  this  be  not  so,  a  citizen  by 
the  erection  of  a  residence  so  costly  that  no  one  could  buy  it 
would  escape  all  taxation.'' 

The  doctrine  of  the  hypothetical  buyer  was  again  employed  by 
the  New  Jersey  court  in  Trenton  a)id  Mercer  County  T.  Co.  v.  State 
Board  of  Taxes.^'-  Now,  a  hypothetical  buyer  is  quite  a  different 
creature  from  a  real  one.  It  is  much  easier  to  discover  a  hypo- 
thetical buyer  for  a  piece  of  property  than  to  find  an  actual  one. 
Plainly  this  court  had  little  difficulty  in  conjuring  up  an  imaginary 
person  who  would  be  willing  to  pay  the  price  that  the  court  placed 
upon  this  building.  Consequently,  the  only  deduction  that  the  tax- 
payer was  entitled  to,  was  the  elimination  of  those  features  and 
fancies  which  he  had  introduced  into  the  building,  for  which  no 
prudent  reasonable  buyer  was  likely  to  pay  money. 

I  called  the  New  Jersey  doctrine  a  modified  type  of  market  value. 
It  is  a  value  which  is  the  result  of  a  bargain  and  sale,  one  of  the 
parties  to  which — namely  the  buyer — is  a  fictitious  one. 

This  is  not  the  only  manner  in  which  the  New  Jersey  doctrine 
may  be  interpreted.  Perhaps  the  New  Jersey  court  is  really  apply- 
ing a  standard  of  value  to  the  owner.  However,  it  is  a  value  which 
is  squeezed  free  of  all  elements  of  personal  eccentricity. 

Neither  the  strict  realization  value  of  the  Wisconsin  court  nor 
the  hypothetical  buyer's  value  of  the  New  Jersey  court  is  the  one 
that  is  honored  by  the  courts  of  Massachusetts.  The  Massachusetts 
statute  directs  the  assessor  to  make  a  "  fair  cash  valuation."  When 
the  assessor  attempted  to  apply  that  test  to  a  hospital,  he  found 
himself  in  the  midst  of  a  violent  controversy,  which  finally  reached 
the  highest  court  of  Massachusetts.^-  The  taxpayer,  who  was 
seeking  an  abatement,  requested  the  trial  judge  to  rule  as  follows: 
"  The  fair  cash  value  of  the  real  estate  in  question  is  the  value 
which  it  would  have  had  on  April  first  in  the  hands  of  any  owner." 
The  trial  judge  gave  the  charge  requested  but  added  the  words 

12  1918,  103  Atlantic  414,  approved  by  New  Jersey  Court  of  Errors  and 
Appeals  in  United  R.  d-^  Canal  Co.  v.  State  Board  (1924),  125  Atlantic  335. 

^^Massachusetts  Gen.  Hospital  v.  Balmont  (1917).  233  Mass.  190;  124 
N.  E.  21. 
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"  including  the  present  owner."  The  addition  was  held  to  be  not 
erroneous. 

The  taxpayer  further  requested  the  following  ruling :  "The  value 
of  the  real  estate  in  question  to  the  taxpayer,  over  and  above  its 
value  to  any  other  owner  is  not  to  be  included  in  fixing  the  '  fair 
cash  value.'  "  The  trial  judge  refused  to  give  this  ruling  and,  on 
appeal,  his  refusal  was  held  to  be  reversible  error. 

The  taxpayer  also  asked  for  the  following  ruling :  "  The  fair 
cash  value  of  the  real  estate,  for  purposes  of  taxation,  cannot  ex- 
ceed the  sum  which  the  owner,  after  reasonable  effort,  could,  at  the 
date  as  of  which  the  assessment  is  made,  get  for  it  in  cash."  The 
request  was  denied,  and  upon  appeal  this  denial  was  likewise  held 
reversible  error. 

In  explaining  these  reversals.  Chief  Justice  Rugg  said: 

"  It  tends  to  show  that  he  did  not  confine  himself  to  a  con- 
sideration of  what  a  prudent  person  in  the  position  of  the 
petitioner  would  have  given  for  the  property,  rather  than  not 
have  bought  it,  but  went  beyond  the  point  where  there  would 
have  been  competition  among  probable  buyers  into  the  region 
of  value  to  the  petitioner  alone."  ^* 

What  the  Massachusetts  court  seems  to  have  in  mind  is  a  situa- 
tion where  a  ghostly  seller  is  offering  the  property  to  be  assessed 
for  sale.  The  present  owner  is  standing  amongst  the  possible 
buyers  and  is  bidding  for  his  own  property.  The  fair  cash  value 
which  the  statute  requires  to  be  the  basis  of  an  assessment  is  what 
the  owner  would  have  to  pay  in  order  to  outbid  the  other  buyers. 
The  price  that  he  will  pay  at  such  an  imaginary  sale  will  be  a  trifle 
above  the  highest  competitive  price  that  would  be  obtained  in  his 
absence. 

The  Massachusetts  view  differs  noticeably  from  the  Wisconsin 
view,  where  the  owner  is  never  allowed  as  a  possible  buyer,  and  it 
differs  from  the  New  Jersey  doctrine  because  there,  it  is  an  hypo- 
thetical person,  and  not  the  owner,  who  is  conceived  of  as  buying 
the  property. 

These  are  three  variations  of  market  value  and  these  are  not  the 
only  ones.  For  instance,  in  Louisiana,  in  a  case  involving  the 
assessment  of  a  cotton  exchange  building  the  court  said  that  cost 
was  the  proper  basis,  because  buildings  of  that  sort  were  not  for 
sale.15 

In    the    neighboring    state    of    Alabama,    in    litigation    involving 

^*  To  understand  this  last  sentence  it  is  best  to  read  the  English  cases : 
Pastoral  Finance  Association,  Ltd.  v.  Minister  (1914),  A.  C.  1083,  and  Sidney 
V.  Northeastern  R.  R.  Co.  (1914),  3  K.  B.  629,  and  a  later  decision  between 
the  same  parties  as  in  the  principal  case  (1921),  238  Mass.  396;  131  N.  E.  72. 

^^  New  Orleans  Cotton  Exchange  v.  Board  of  Assessors,  (1885),  37  La. 
Ann.  423 ;  (1887),  39  La.  Ann.  95 ;   i  So.  272. 
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the  taxation  of  a  theatre  building,  the  court  refused  to  admit  any 
evidence  of  the  cost  of  reproduction.^*^ 

Three-quarters  of  a  milHon  had  been  paid  by  a  bank  for  its 
building,  which  was  carried  on  the  books  at  $400,000.  An  assess- 
ment of  $750,000  was  reduced  by  the  court  to  $590,000.  Such 
buildings,  the  court  said,  were  not  readily  salable.  Nevertheless, 
the  use  of  the  building  for  bank  purposes  must  not  be  disregarded. 

Permit  me  to  read  to  you  a  headline  of  a  news  item  that  ap- 
peared in  the  New  York  Times  on  September  2,  1926: 

'*  Removing  his  Teeth  cost  more  than  $30  tax. 
Atlantic  City  Ex-Mayor  exposes  $1200  set  at  meeting  of 
assessors.     Board  then  sets  a  levy." 

Try,  if  you  please,  to  compute  the  tax  value  of  that  set  of  teeth, 
under  any  of  the  theories  that  I  have  this  morning  described  to 
you.  Shall  it  be  what  the  owner  would  pay  rather  than  go  without 
the  set  of  teeth,  or  what  he  need  pay  in  order  to  get  a  similar  set, 
or  what  the  ex-Mayor  of  Atlantic  City  would  pay,  rather  than  go 
without  any  teeth  at  all,  or  what  he  must  be  paid  before  he  would 
part  with  them?  Shall  it  be  the  intrinsic  value  of  the  teeth,  or 
perhaps  the  price  that  would  be  obtained  in  a  sale  by  the  present 
owner  to  a  total  stranger?  One  despairs  of  applying  the  test  sug- 
gested in  the  Washington  statute,  namely  the  amount  which  would 
be  received  in  payment  by  a  creditor,  of  an  honest  debt  from  a 
solvent  debtor.  Under  the  circumstances  one  feels  that  the  tax 
board  did  as  well  as  it  could,  when  it  assessed  the  set  at  $1200,  on 
the  argument  of  one  of  its  members,  who  said:  ''Why  not  assess 
the  teeth  at  full  face  value?" 

Chairman  Fairchild:  Mr.  Rifkind  has  certainly  made  good  on 
his  introduction,  if  not  on  mine.  He  asks  you  a  question.  In  fact, 
his  title  is  stated  with  a  large  question-mark ;  and  he  has  certainly 
lived  true  to  the  program. 

Now,  it  ought  to  be  our  duty,  I  think,  and  our  privilege,  not 
merely  to  hear  questions  asked  by  others,  or  to  propound  them  our- 
selves, but  to  search  for  answers,  and  if  this  session  this  morning 
is  to  be  as  useful  as  it  should  be,  I  hope  that  some  answers  may  be 
forthcoming. 

The  meeting  is  now  open  for  discussion  by  lawyers,  tax  collec- 
tors, tax  payers,  and  even  economists ;  and  I  hope  there  may  be 
forthcoming  something  in  the  nature  of  answers  to  these  extremely 
interesting  and  difficult  questions  which  the  speaker  has  propounded. 

E.  P.  Doyle  (New  York)  :  I  have  something  of  interest  to  asses- 
sors.   Last  year  one  of  the  deputy  tax  commissioners  of  New  York 

16  Commercial  Realty  Co.  v.  City  of  Ala.  (1923),  96  S.  906. 
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City  assessed  an  apartment  house  on  Fifth  Avenue  at  $245,000 
more  than  it  cost  to  build  it  last  year;  that  is.  the  building  was 
completed  just  in  time  to  get  it  on  the  assessment  roll  on  the  first 
of  October. 

I  protested  the  assessment;  showed  by  affidavits  the  exact  cost  of 
the  building,  added  $75,000  for  supervision  of  the  building  com- 
pany; added  the  architect's  fees,  cost  of  financing  the  building,  and 
all  the  things  that  go  into  the  actual  cost  of  a  building. 

The  argument  of  the  deputy  commissioner  was  that  this  company 
was  so  well  equipped  to  put  up  a  building  and  it  had  such  large 
resources,  such  a  splendid  staff  of  expert  builders,  that  it  was  able 
to  build  this  building  for  at  least  $250,000  or  $275,000  less  than  any 
other  company;  but  that  it  ought  not  to  get  any  advantage  because 
of  that,  and  the  building  ought  to  be  assessed  at  what  that  building 
would  have  cost  any  other  person  to  put  it  up.  The  tax  commis- 
sion, of  course,  did  not  take  that  view,  and  they  took  off  the 
$245,000. 

William  H.  Blodgett  (Connecticut)  :  I  am  satisfied  that  I  shall 
be  unable  to  answer  the  questions  propounded  by  our  friend,  par- 
ticularly those  which  pertain  to  the  teeth.  I  cannot  discuss  that 
subject  well,  because  it  is  first  necessary  to  determine  whether 
those  teeth  were  articles  of  interstate  commerce  or  not. 

Are  we  not  all  wrong  on  the  idea  of  saying  or  at  least  magnify- 
ing this  rule  of  market  value  ?  Should  not  our  statutes  emphasize 
the  idea  first  that  there  must  be  relative  values,  or  proportionate 
values,  holding  that  up  as  the  distinctive  ideal  in  property  taxation  ? 

In  Connecticut  the  rule  is  that  property  shall  be  set  in  the  list  at 
its  true  and  just  value,  and  then  it  is  added  that  the  rule  is  market 
value  and  not  its  value  at  forced  or  auction  sale. 

True  value  and  just  value  mean  market  value,  is  the  idea.  Now, 
all  the  troubles  pointed  out  by  the  previous  speaker  inhere  in  this 
thing,  and  a  thousand  others,  and  we  cannot  enumerate  all  of  them 
that  perplex  the  tax  assessor  in  trying  to  arrive  at  market  value. 
Let  us  consider  the  subject  matter  of  the  teeth.  If  tax  assessors 
are  going  to  assess  teeth,  all  teeth  ought  to  be  valued  by  the  same 
method,  so  that  those  who  have  teeth  to  be  assessed  will  all  be 
treated  alike.  Our  difficuhy  comes  when  we  try  to  arrive  at  the 
proportionate  value  of  the  teeth  as  compared  with  some  other  class 
of  property,  and  it  would  seem  difficult  to  arrive  at  such  propor- 
tionate value,  and  that  the  teeth  will  have  to  stand  in  a  class  by 
themselves. 

Take  our  factories  that  we  have  in  the  East.  I  scarcely  know  of 
any  way  to  arrive  at  relative  or  proportionate  values  of  that  class 
of  property  which  is  used  for  factories  and  that  which  is  used  for 
the  dwellings  of  the  men  who  work  in  those  factories. 
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But  if  we  put  all  the  factory  property  in  a  class,  and  treat  them 
alike,  on  a  relative  basis,  I  think  it  is  about  as  far  as  we  can  go 
with  our  limited  equipment  for  doing  justice  among  taxpayers.  We 
can  try  to  find  values  that  are  relative  between  factory  property 
and  the  property  of  the  men  who  work  in  those  factories;  we  can 
approach  it,  perhaps,  by  some  method  or  plan ;  but  to  say  that  we 
have  succeeded  in  doing  justice  is  another  proposition  entirely;  be- 
cause I  do  not  think  we  can  succeed;  I  do  not  think  the  standard 
can  be  made  perfectly  clear. 

When  we  have  done  our  very  best,  and  even  though  we  possess 
all  of  the  wisdom  of  Solomon,  we  cannot  in  the  last  analysis  say 
that  we  have  been  exactly  just  with  it;  but  we  can,  in  arriving  at 
the  value  of  factory  property,  treat  all  such  property  on  a  common 
basis  of  some  kind  or  other  and  get  it  in  the  list  perhaps  at  propor- 
tionate or  relative  value,  as  we  say. 

So  it  seems  to  me  that  if  we  should  reverse  our  statutory  lan- 
guage and  say  that  it  shall  be  the  duty  of  the  assessors  to  set  prop- 
erty on  the  list  at  relative  or  proportionate  values ;  arriving  as  near 
as  may  be  at  market  values,  we  should  be  getting  on  better  ground 
than  we  are,  in  holding  out  the  idea  of  markets,  which  fluctuate  so 
tremendously. 

We  are  asked  in  the  East  to  value  cotton,  and  we  have  one-half 
dozen  prices  during  the  course  of  a  single  day  on  cotton ;  and  the 
same  is  true  with  respect  to  other  materials. 

We  have  our  land-booms  here  and  there  in  the  East,  not  state- 
wide, as  they  do  in  some  sections  of  the  country,  but  if  the  tax 
assessors  go  ahead  and  put  up  the  values  for  one  year  in  a  com- 
munity, the  next  year  they  must  perhaps  put  them  down,  based  on 
market.  Can  we  not  draw  our  statutes  on  this  subject  of  market 
value  and  say  that  it  shall  be  the  duty  of  assessors  to  find  relative 
value,  and,  if  classifications  are  necessary,  classify  them,  approach- 
ing always  as  nearly  as  possible  to  market. 

This  has  bothered  me.  We  have  our  friends  come  in  and  value 
property  according  to  the  Sommers  system  and  other  systems.  They 
have  gone  about  with  a  fine-tooth  comb,  proposing  the  best  devices 
and  best  means  obtainable  for  putting  in  what  we  call  scientific 
plans  for  ascertaining  values  of  property;  but  they  have  done 
nothing  more  than  try  to  seek  relative  and  proportionate  values  in 
those  communities.  They  have  gone  to  market  or  near  market, 
perhaps,  as  the  basis,  in  a  desire  to  comply  with  the  market  value 
rule.  The  one  thing  they  have  tried  to  do  in  my  judgment,  as  the 
best  way  of  approaching  this  problem,  is  to  try  to  find  relative  or 
proportionate  values.  Where  classification  of  property  is  necessary, 
because  of  its  peculiar  kind  or  character,  all  property  in  the  class 
can  be  handled;  but  when  you  step  out  of  that  class,  then  I  think 
our  trouble  begins.  We  try  to  find  it  and  make  one  class  measure 
up  with  some  other  class  of  property,  as  in  the  case  of  teeth. 
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That  is  the  way  it  strikes  me,  Mr.  Chairman,  and  I  hope  that 
the  members  will  get  hold  of  this  subject  and  shake  it  up.  I  should 
like  to  see  what  can  be  done  with  it.     It  is  extremely  interesting. 

Henry  M.  Powell  (New  York)  :  On  this  question  of  market 
value,  may  I  call  attention  to  a  question  that  is  arising  in  federal 
taxation  as  well  as  in  state  taxation,  and  that  is  as  to  what  shall  be 
considered  the  basic  value  of  stock  in  a  closely-held  corporation,  on 
the  basic  date,  which  in  our  federal  statute  is  March  1,  1913.  and  in 
New  York  State  January  1,  1919. 

Assume  that  it  be  the  stock  of  a  closely-held  corporation, 
manufacturing  an  article  of  luxur\',  for  which  there  was  little  or 
no  demand  during  the  great  war,  but  which  had  a  considerable  in- 
trinsic value  and  which  was  so  considered  on  the  books  of  the  cor- 
poration. The  stock  was  sold  some  time,  let  us  say,  in  1921,  or 
within  a  couple  of  years  after  the  basic  date  and  brought,  let  us  say, 
150.  On  January  1,  1919,  the  bid  and  asked  quotation,  as  shown  by 
the  statistics  of  those  things,  shows  that  there  was  a  bid  and  asked 
price  of  perhaps  21  to  22.  About  two  or  three  months  after  that 
date  there  was  a  sale  of  a  few  shares  of  stock  at  24  or  25.  In  1921 
some  of  that  stock  was  sold  at  180.  Will  the  owner  of  that  stock 
be  compelled  to  pay  the  difference  in  value  between  the  bid  and 
asked  price,  although  there  was  no  actual  market  price  ?  That  is, 
there  was  no  actual  sale.  Will  he  be  compelled  to  pay  the  dift'erence 
between  that  bid  and  asked  price  and  the  price  he  actually  sold  the 
stock  for  ?   ■ 

The  tax  commission  naturally  takes  the  position  that  the  owner 
should  pay  the  difference  between  the  bid  and  asked  price.  The 
taxpayer  claims  that  he  should  not,  because  he  claims  that  that  was 
just  a  sporadic  sale;  there  was  really  no  market.  That  is  his  con- 
tention. 

There  we  have  this  peculiar  situation  that  arises  from  time  to 
time,  where  a  few  shares  of  stock  are  sold.  Some  broker  who  has 
been  angling  for  the  stock,  or  who  has  been  sending  notices  to  a 
list  of  stockholders,  manages  to  buy  a  few  shares  at  this  particular 
bid  and  asked  price.  Is  that  the  price  at  which  the  taxpayer  should 
pay  a  tax,  on  the  difference  between  the  so-called  bid  and  asked 
price  and  the  price  at  which  he  sold?  There  is  a  great  difference 
of  opinion  on  this  point. 

My  own  thought  is  that  it  should  be  some  compromise  or  happy 
medium  between  the  so-called  bid  and  asked  price  and  what  the 
corporation  kept  the  stock  on  its  books  for,  assuming  that  it  is  a 
fair  price  or  a  fair  value. 

C.  J.  ToBiN :  I  do  not  believe,  Mr.  Chairman,  that  the  problem 
presents  all  the  trouble  that  we  think  it  does.  I  feel  that  we  should 
get  back  to  the  statute  which  has  governed  us  in  the  valuation  of 
property  locally. 
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In  New  York,  we  have  some  provisions  that  we  had  seventy 
years  ago  as  to  the  valuation  of  property  on  the  local  assessment 
rolls.  The  first  departure  from  the  old  rule  of  the  willing  buyer 
and  the  willing  seller  was  the  Lackawanna  case,  which  held  that  the 
railroad  property  should  be  assessed  on  reproduction  less  deprecia- 
tion, taking  into  account  the  financial  condition  of  the  road. 

Nothing  has  been  done  with  the  statute  whatever  except  to  try 
and  fit  in  valuation  as  built  up  by  court  decisions,  which  really  do 
nothing  more  than  create  greater  inequalities  as  concerns  the  valua- 
tion of  property  on  the  local  roll,  depending  on  whether  it  is  one 
kind  of  property  or  whether  it  is  a  piece  of  property  which  is  a 
little  bit  different  from  that  which  is  sold  every  day  in  the  local 
market.  I  think  we  should  get  back  to  the  lines  which  were  indi- 
cated by  Commissioner  Blodgett;  in  other  words,  take  out  that 
positive  statement  which  is  now  in  the  statute  that  it  must  be 
market  yalue. 

There  are  a  great  many  properties  that  have  no  market  value, 
that  is,  no  ready  market  value.  For  that  reason,  and  for  that 
reason  alone,  that  particular  property  should  not  be  assessed  on  a 
higher  basis  than  properties  which  have  a  market  value.  That  is 
the  situation  in  New  York  and  other  states.  Solely  because  the 
property  cannot  be  sold,  it  is  paying  a  larger  share  of  the  taxes. 
Take  a  property  which  is  given  over  to  a  particular  manufacture 
in  a  particular  city  or  village  or  town  No  one  else  might  go  into 
that  particular  location  and  build  the  same  kind  of  a  factory.  There 
is  no  market  value  for  that  property,  yet  the  assessors,  under  present 
decisions,  are  required  to  put  it  down  at  reproduction  less  depre- 
ciation. 

I  maintain  it  is  most  unfair,  and  that  we  should  correct  the  stat- 
ute so  that  the  assessors  may  have  some  other  test.  The  problem 
presented  in  New  York  is  no  different  from  that  which  is  pre- 
sented in  other  states,  where  we  have  the  ad  valorem  system  of 
taxation  for  local  purposes.  I  could  recall  to  you  instance  after 
instance  where  taxpayers  are  being  penalized  because  of  present 
court  decisions,  and  also  because  of  the  theory  of  depreciation 
which  we  have  in  the  building  up  of  value. 

In  a  very  recent  case,  the  Keeler  case  in  New  York,  reported  in 
237  New  York,  the  court  held  that  the  property  should  be  assessed 
at  reproduction  less  actual  depreciation,  departing  from  the  old 
theory  that  it  should  be  on  theoretical  depreciation. 

The  court  went  on  to  say  that  if  theoretical  depreciation  was 
applied  year  after  year,  in  the  course  of  time  there  would  be  no 
property  to  assess.  In  other  words,  it  would  be  gradually  wiped 
out,  so  they  announced  a  new  rule,  and  said  that  it  should  be  as- 
sessed at  reproduction  less  actual  depreciation,  or  observed  depre- 
ciation on  the  dav  of  assessment. 
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To  me  the  problem  is  not  a  hard  problem.  I  think  we  should  go 
back  to  our  legislatures  and  change  the  rule,  so  that  every  taxpayer 
on  the  same  assessment  roll  is  given  the  same  fair  treatment.  There 
is  nothing  which  tends  to  greater  inequality  today  than  our  present 
system  of  taxing  property  under  the  ad  valorem  plan. 

E.  W.  Wakefield  (Massachusetts)  :  Having  in  mind  the  diffi- 
culties of  the  question  of  valuation  for  taxation  purposes,  I  think 
we  should  also  have  in  mind  that  valuation  of  property  for  the 
purposes  of  buying  and  selling  is,  you  might  say.  the  foundation  of 
business  procedure.  Success  in  business  depends  in  a  large  measure 
on  capacity  for  proper  valuation  of  property  bought  and  sold. 

Now,  how  is  it  that  the  successful  merchant  or  manufacturer 
succeeds  with  reference  to  this  matter  of  valuation  of  property  in 
which  he  deals?  It  is  because  of  two  things:  long  experience  in 
the  particular  matter,  and  natural  capacity  for  sound  judgment. 

If  you  ask  an  old  sailor  or  a  woodman  about  what  the  weather 
is  going  to  be.  he  can  take  a  look  around  and  tell  you  without  much 
delay,  and  the  chances  are  he  is  right;  but  I  am  quite  sure  if  you 
set  out  to  build  up  arguments  as  to  why  he  probably  could  not  be 
right,  you  will  be  able  to  find  many  such  arguments ;  perhaps  not 
as  many  as  you  can  find  with  reference  to  this  matter  of  valuation, 
but  you  can  find  many;  and  yet  he  probably  will  be  right,  because 
he  has  the  experience  and  the  judgment  which  enable  him  to  form 
a  sound  conclusion,  the  same  as  the  business  man  who  is  success- 
ful has. 

It  seems  to  me  that  the  matter  of  valuation  for  any  purpose  is  to- 
a  large  extent  a  matter  of  judgment  and  experience,  rather  than 
theory,  but  there  are  not  enough  men  who  can  be  employed  in  the 
valuation  of  property  for  the  purpose  of  taxation  who  have  experi- 
ence and  the  sound  judgment  necessary  to  deal  with  the  multiplicity 
of  kinds  of  property  on  which  valuations  must  be  made,  partic- 
ularly, as  suggested  a  few  minutes  ago,  with  the  valuation  of  prop- 
erties like  the  stock  of  closed  corporations. 

Therefore,  it  seems  to  me  that  in  view  of  the  practical  necessities 
of  proper  valuation ;  in  view  of  the  fact  that  from  year  to  year,  for 
the  purpose  of  determining  taxes,  the  question  is  largely  a  practical 
question  and  not  a  theoretical  question,  the  only  sound  conclusion 
is  that  in  modifying  taxation  systems  we  should,  as  far  as  possible, 
limit  the  forms  of  taxation  dependent  on  valuation.  We  cannot 
eliminate  the  whole  necessity  for  valuation,  but  bearing  in  mind 
the  human  limitations  and  the  extremely  practical  questions,  the 
necessity  for  long  experience  and  sound  judgment  in  valuation,  we 
should,  as  far  as  possible,  eliminate  this  difficulty  rather  than  try  ta 
find  theoretical  or  philosophical  methods  of  determining  how  val- 
uations should  be  made. 
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Mr.  Scott  (Minnesota)  :  I  should  like  to  find  out  what  the  fair 
valuation  of  coal  is,  if  you  please,  on  the  docks  in  the  City  of 
Duluth — and  that  port  handles  more  coal  than  any  other  port  in 
this  country.     These  are  the  facts : 

It  costs  $3.95  to  put  that  coal  upon  the  dock.  The  coal  com- 
panies sell  that  coal  in  unlimited  quantities  to  railroads  for  $4.25. 
It  is  sold  to  retailers  at  a  somewhat  larger  sum  than  that,  and  it  is- 
finally  retailed  at  from  $9  to  $11. 

Now,  what  is  the  fair  valuation  of  coal  in  Duluth  at  the  present 
time?  We  have  several  million  tons  to  assess  every  year,  and  it  is 
very  important  that  I  should  know  what  a  fair  valuation  of  it  is. 

Chairman  Fairchild:  The  Chair  declines  to  answer. 

George  Lord  (Michigan)  :  I  quite  agree  with  what  Mr.  Blodgett 
from  Connecticut  has  said  concerning  the  assessment  of  property. 
The  principal  thing  after  all  is  to  assess  all  classes  of  property  rela- 
tively equally.  It  is  a  very  difficult  matter,  under  the  present  sys- 
tem of  the  transfer  of  property,  to  say  what  is  market  value.  I  will 
give  you  a  concrete  example  : 

About  three  years  ago  I  made  a  survey  in  the  City  of  Detroit  of 
the  transfer  problem,  and  sales,  and  I  found  that  fully  75  per  cent 
of  the  sales  of  property  were  made  on  contracts,  and  that  these 
contracts  were  subsequently  turned  over  to  finance  companies  at 
discounts  of  from  10  to  40  per  cent. 

Now,  what  would  be  the  market  value  of  property  of  that  char- 
acter ? 

The  cases  cited  by  the  gentleman  from  New  York  are  really 
isolated  cases,  and  based  undoubtedly  on  the  failure  of  the  assess- 
ing officer  to  use  good  judgment  or  any  standard  rules  in  making 
the  assessment. 

The  courts  have  held  in  most  cases,  all  over  the  United  States, 
that  in  the  absence  of  fraud,  where  the  assessing  officer  uses  his 
best  judgment  and  assesses  the  property  relatively  equally,  that, they 
will  not  interfere.  Where  you  find  one  case  such  as  cited  by  the 
gentleman  from  New  York,  you  will  find  500  cases  where  the  as- 
sessing ofiicer  has  been  sustained  in  arriving  at  the  value. 

After  all,  when  you  get  right  down  to  an  analysis  of  the  fair 
value  of  property,  the  assessing  officer,  in  order  to  arrive  at  a  fair 
value,  must  infuse  into  his  system  a  large  measure  of  common  sense. 

I  believe  in  using  some  standard  rule  in  arriving  at  the  value  of 
improvements  upon  land  and  buildings,  and  we  follow  that  system 
largely  in  Michigan,  particularly  in  the  City  of  Detroit,  and  I  know 
they  do  in  the  City  of  Cleveland  under  the  able  administration  of 
our  friend  Mr.  Zangerle. 

But  in  using  that  system  you  will  find  in  many  instances  that 
buildings  are  vacant  and  are  not  worth  as  much  as  those  that  are 


320  XATIOXAL  TAX  ASSOCIATIOX 

in  full  use,  and  that  you  must  take  into  consideration  numerous 
factors,  in  order  to  arrive  at  a  fair  value  of  any  class  of  property, 
and  that  unless  you  use  good  common  sense  in  applying  the  factors, 
you  are  going  to  fail  to  make  a  valuation  relatively  equal,  and  gross 
discrimination  will  result  in  the  distribution  of  the  tax  burden. 

So,  I  say  it  is  a  very  difficult  matter  to  have  an  iron-clad  rule  in 
the  assessment  of  property,  that  you  must  follow  strictly — what  they 
term  the  market  value  of  property.  It  is  impossible  of  attainment, 
if  you  want  to  get  at  a  fair  value  of  property. 

Clem  Collins  (Colorado)  :  Mr.  Lord  stated  some  of  the  points 
I  was  going  to  state,  but  I  merely  want  to  cite  our  experience  in 
-Denver  in  the  revaluation  of  property  there,  as  a  case  in  point. 

It  is  absolutely  true  that  you  must  have  rules,  and  in  order  to 
make  your  rules  applicable,  you  must  have  classification  of  property. 

We  made  twenty-seven  different  main  classes  of  buildings  in 
Denver,  and  sub-classes,  which  brought  the  total  classifications  con- 
siderably over  100  classes  of  buildings. 

Now,  within  each  of  those  classes  we  were  able  to  determine 
what  a  fair  construction  cost  was. 

Just  to  get  a  view  of  the  entire  process,  as  we  have  worked  it 
out,  we  go  at  it  in  this  way:  the  real  estate,  or  the  land  is  valued 
at  market  value;  the  improvements  purely  on  a  construction  basis, 
less  not  only  physical  depreciation  but  obsolescence  and  utility  de- 
preciation ;  putting  that  on  a  construction  basis,  so  that  all  element 
of  profit  is  eliminated.  Therefore,  there  can  be  no  speculative 
factor  that  you  would  find  in  contracts,  or  any  difference  in  judg- 
ment as  to  what  property  is  worth  in  a  certain  location.  All  of  that 
is  eliminated,  excepting  the  portion  that  may  be  on  the  land  itself. 
We  believe  that  is  a  fairly  safe  basis,  in  eliminating  that  sort  of 
thing;  but,  after  listening  to  Mr.  Doyle  of  New  York,  I  should  like 
to  hear  his  question  answered  a  little  further. 

We  had  a  situation  in  Denver  where  a  large  factory  was  erected 
in  a  part  of  the  city  where  gravel  was  obtainable  on  the  ground. 
The  buildings  were  of  concrete  construction;  they  were  able  to 
save  a  considerable  amount  by  using  this  gravel,  when  they  did  not 
have  to  haul  it  or  ship  it.  They  claimed  a  special  price  for  their 
building;  a  cubic  foot  less  than  what  others  in  the  cit>-  would  have 
to  pay  to  erect  the  same  building. 

I  want  to  say  our  decision  in  the  matter  was,  that  in  order  to 
have  uniformity,  their  building  would  have  to  be  assessed  the  same 
as  a  man  in  another  part  of  the  city,  who  built  his  at  a  higher 
price,  because  he  was  not  so  fortunately  situated. 

If  this  rule  is  wrong,  I  should  like  to  hear  an  expression  from 
others. 

C.  A.  Dyer  (Ohio)  :  We  folks  in  Ohio  came  out  here  to  find  out 
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about  true  value.  There  is  a  lot  of  trouble  out  there  with  utilities, 
and  so  forth,  and  there  has  been  for  a  couple  of  years.  I  wrote  to 
Secretary  Holcomb  several  times  to  get  him  to  put  this  on  the  pro- 
gram, and  I  inferred  from  the  last  letter  I  got  from  him  that  I  was 
insane,  and  that  this  question  had  already  been  settled. 

The  thing  we  are  interested  in,  more  than  improvements,  is  real 
estate.  We  tried  out  rules  for  valuing  buildings,  and  so  forth ;  for 
obsolescence,  cubic  foot  provisions,  and  depreciation.  We  had  in 
one  county  where  it  was  first  tried,  a  great  lot  of  old  limestone 
buildings;  probably  100  years  old,  and  if  we  valued  them  by  the 
cubic  foot  method,  took  off  the  depreciation,  and  made  allowance 
for  obsolescence,  the  county  owed  those  folks  quite  a  bit  of  money. 

The  situation  in  Ohio  is  something  like  this :  We  have  the  uni- 
form rule  of  taxation,  and  we  left  the  appraisement  to  local  officers 
for  a  long  while.  Some  of  the  counties  are  just  being  reappraised 
now;  the  first  time  since  1910.  Some  of  the  officials,  among  them 
brother  Zangerle,  obeyed  the  law,  but  the  local  officials  did  not,  for 
political  reasons;  and  the  tax  commission  did  not  interfere,  although 
it  had  authority. 

Two  or  three  years  ago  the  Dayton  Street  Railway  Company 
brought  suit  in  the  United  States  Courts,  and  were  allowed  a  40  per 
cent  reduction  in  their  assessment.  I  don't  know  how  the  judge 
happened  to  make  that  decision.  He  did  not  order  the  other  prop- 
erty raised  to  100  per  cent;  he  took  off  40  per  cent  from  the  utility. 

Last  year  I  think  53  counties  received  the  same  treatment  from 
the  United  States  Courts,  and  if  they  keep  on  with  those  suits,  in  a 
progressive  way,  we  shall  have  nobody  on  the  tax  roll  at  all. 

We  should  like  to  find  out  how  to  do  something  with  real  estate 
in  Ohio.  The  sales  of  real  estate  are  being  used  as  a  measure. 
Secretary  Holcomb  sent  me  some  court  decisions  from  North  Da- 
kota and  all  around,  and  those  sales  of  real  estate  are  said  not  to 
be  good  measures  of  value  by  the  United  States  Courts. 

The  tax  commission  investigates  the  sales  in  all  counties,  and 
the  local  folks  check  them  up.  What  we  want  to  know  is;  if  a 
company  comes  into  court  and  asks  that  their  values  be  reduced, 
and  they  bring  in  a  list  of  sale  prices  over  the  county,  showing 
that  they  are  on  a  100  per  cent  basis,  and  that  the  real  estate  of  the 
county  is  on  a  50  per  cent  basis,  what  evidence  can  we  produce  for 
a  court?     We  cannot  find  any  evidence  that  overcomes  sales. 

Mr.  Pollock  :  The  situation  in  which  we  find  ourselves  at  this 
time,  in  the  various  statutory  attempts  at  definition  of  value,  is  due 
to  attempts  at  legislation  regarding  standards  of  value  which  do 
not  keep  pace  with  the  facts.  You  cannot  legislate  that  things  shall 
be  done  which  cannot  be  done.  You  cannot  appraise  property  on 
the  basis  of  sales  prices.  I  am  talking  of  real  estate  now.  You 
21 
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cannot  appraise  real  estate  on  the  basis  of  market  price ;  you  can- 
not appraise  real  estate  on  any  of  these  bases  and  have  it  equitable. 
All  value  is  comparative.  Everything  that  you  buy  is  compared 
with  something.  Land  value  has  a  direct  relation  to  your  popula- 
tion. The  land  value  is  people  value.  It  is  possible  to  get  an  ex- 
pression in  any  community  of  the  comparative  values  of  the  streets 
which  give  access  to  your  land.  It  is  possible  to  have  that  con- 
firmed by  the  people  and  approved  by  the  people. 

In  the  City  of  Ithaca,  New  York,  at  the  present  time,  a  crowd 
of  taxpayers,  numbering  several  hundred,  by  a  rising  vote  approved 
the  action  of  the  mayor  and  the  assessor  and  the  city  authorities  in 
doubling  their  tax  valuations,  because  it  was  done  by  the  compre- 
hensive system  which  they  approved. 

There  is  no  market  price  for  land,  strictly  speaking,  because 
market  price  means  the  application  of  a  price  to  what  is  a  substan- 
tially duplicate  article.  Market  price  for  No.  1  wheat  means  a 
price  for  a  certain  quantity,  for  a  certain  quality.  You  cannot 
duplicate  any  site  for  land.  A  piece  of  land  is  a  part  of  the  earth's 
surface  that  cannot  be  duplicated,  and  it  cannot  be  changed,  except 
in  relation  to  its  use,  and  that  change  of  use  may  modify  the  price. 
Market  price  doesn't  apply  to  land,  strictly  speaking,  because  we 
usually  consider  land  price  on  the  basis  of  a  front  foot  or  a  square 
foot,  neither  of  which  is  a  uniform  unit  of  quantit\%  like  the  bushel, 
or  pound,  or  yard.  Until  you  get  the  valuation  of  land  to  a  point 
where  you  express  your  judgment  of  it  by  a  uniform  unit  of  quan- 
tity, in  some  such  way  as  you  do  for  all  other  commodities,  changes 
in  law  bother  you  continually.  When  you  do  that,  it  is  a  simple 
matter,  so  far  as  land  valuation  in  cities  is  concerned,  and  the 
same  principle  can  be  applied,  in  some  modified  manner,  to  rural 
property. 

Now,  as  to  buildings,  the  maximum  price — maximum  value — of 
any  building  is  what  it  would  cost  to  reproduce  it  new  at  a  given 
time.  The  present  value,  or  sound  value,  is  the  cost  of  new  repro- 
duction, less  depreciation. 

We  are  accustomed  to  think  of  depreciation  as  something  that 
can  be  measured  by  age.  It  cannot  be  done.  In  the  course  of  time 
your  buildings  and  other  property  will  have  lessened  usefulness, 
but  it  is  not  because  they  are  so  many  years  old,  it  is  because  of  the 
things  that  have  happened  during  that  time. 

Until  you  get  to  a  point  of  view  of  expressing  judgment  of  de- 
preciation on  the  basis  of  things  that  have  happened,  you  will 
always  be  confused  as  to  the  present  value  of  buildings  and  phys- 
ical property. 

There  are  three  kinds  of  circumstances  which  effect  a  lessened 
usefulness  of  buildings.  The  first  is  where  there  is  direct  break- 
age, exposure  or  misuse ;  anything  which  interferes  with  the  phys- 
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ical  condition.  Such  depreciation  can  be  expressed  in  expert  judg- 
ment as  mechanical  deterioration,  in  percentage  or  amount,  for  any 
given  thing. 

The  second  class  of  circumstances  effects  what  we  call  obso- 
lescence, the  invention  of  a  better  thing,  as  in  the  case  of  machin- 
ery or  equipment;  the  discontinuance  of  a  process  for  which  a 
thing  is  designed,  in  the  best  practice  of  the  art ;  the  discontinuance 
of  the  manufacture  of  anything.  Those  are  the  things  that  effect 
obsolescence  depreciation,  and  the  judgment  on  obsolescence  de- 
preciation for  property  of  any  kind  can  be  expressed  separately 
from  mechaincal  deterioration,  because  you  are  talking  about  dif- 
ferent things.  So,  with  all  those  separately  considered  items,  the 
problem  is  a  difficult  one. 

There  is  a  third  class  of  circumstances  which  creates  what  we 
call  lack  of  utility.  In  the  case  of  a  building,  lack  of  utility  usually 
means  a  building  or  structure  located  upon  the  wrong  site,  or  the 
wrong  kind  of  building  for  the  particular  site.  That  can  be  ex- 
pressed by  itself,  after  you  have  considered  mechanical  deteriora- 
tion and  obsolescence.  You  can  imagine  buildings  that  are  per- 
fectly good  buildings  mechanically,  not  obsolete  in  type,  that  are 
located  on  the  wrong  place,  and  an  expression  of  judgment  of  de- 
preciation for  lack  of  utility  on  these  buildings  will  assist  you  in 
getting  at  the  fair  valuation. 

Chairman  Fairchild:  The  Secretary  would  like  to  read  cer- 
tain resolutions  presented,  and  we  will  interrupt  this  discussion  for 
a  moment  for  that  purpose. 

Secretary  Holcomb  :  I  dislike  to  do  this,  but  really  it  is  neces- 
sary to  start  to  introduce  these  resolutions  if  they  are  going  to  be 
acted  upon  in  any  reasonable  time.  There  are  two  or  three  that 
have  been  submitted. 

(Reading  of  resolutions  by  Secretary  Holcomb.) 

Secretary  Holcomb  :  Under  the  rules,  I  take  it,  these  go  with- 
out debate. 

Chairman  Fairchild  :  You  may  continue  discussion  of  the  sub- 
ject before  the  conference. 

^Ir.  Rosewater  :  I  take  advantage  of  your  invitation  to  inter- 
ested outsiders  to  join  this  discussion,  and  I  will  take  a  minute 
or  two. 

The  discussion  today  has  brought  out  some  very  interesting  ex- 
amples, it  seems  to  me,  of  the  difficulties  of  taxation  problems  when 
it  comes  to  value,  or  the  application  of  the  tax  rate  to  local  property. 

The  main  thing,  it  seems  to  me,  and  I  am  speaking  as  a  student 
of  political  economy  as  well  as  from  experience  on  tax  boards  and 
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having  written  some  on  the  subject,  is  the  determination  of  what 
you  are  trying  to  do,  to  ascertain  value. 

Value  is  an  economic  concept  and  is  relative.  That  has  been 
brought  out  here;  and  it  has  many  difficulties  which  prevent  the 
use  of  any  definite  specific  measure.  If  you  are  trying  to  ascertain 
the  length  of  something  which  is  varying  in  length  constantly  and 
you  are  using  a  foot  rule  which  is  also  varying  in  length  constantly, 
you  will  have  a  great  deal  of  trouble  in  ascertaining  the  exact 
number  of  feet  or  inches,  and  so  forth. 

Now,  that  is  what  you  are  trying  to  do  when  you  undertake  to 
establish  the  value  of  anything.  Value  is  relative.  You  are  trying 
to  establish  it  on  a  cash  or  money  basis,  which  is  also  relative,  and 
which  is  varying  from  time  to  time. 

Now,  that  was  not  so  much  of  a  problem  in  the  early  days,  when 
we  had  the  tithing  system.  If  the  over-lord  took  the  tenth  calf  or 
the  tenth  bushel  of  wheat,  there  was  no  trouble  about  getting  this 
value.  The  value  of  that  bushel  of  wheat  or  that  calf  was  to  him 
whatever  it  turned  out  to  be;  but  when  you  change  the  whole 
system  of  securing  the  revenues  for  government  by  making  these 
tithings  or  payments  cash  payments,  you  require  some  kind  of  com- 
mutation into  cash,  and  to  do  that  you  have  to  get  value,  because 
30U  put  a  percentage  rate  upon  the  property,  or  whatever  you  are 
trying  to  tax. 

Now,  I  just  want  to  emphasize  one  other  point,  because  I  know 
this  discussion  has  been  now  too  long  prolonged,  and  that  is  this : 
The  concept  of  value  is  an  economic  concept,  and  all  these  different 
schemes  are  theoretical.  It  is  true  they  are  theoretical;  the  concept 
of  value  is  theoretical,  and  what  you  are  trying  to  get  is  a  value  in 
a  theoretical  market,  not  the  actual  market. 

When  you  take  up  the  tax  laws,  that  aft'ects  a  particular  date  on 
which  the  valuation  is  made.  When  you  assess  merchandise,  for 
example,  of  a  store,  you  do  not  take  just  the  amount  of  merchandise 
that  is  in  that  store  on  a  particular  date;  you  take  the  average 
merchandise  which  is  carried  through  the  year,  and  perhaps  ascer- 
tain its  value  as  of  that  particular  date,  but  the  more  natural  and 
the  more  adequate  and  fair  method  is  to  obtain  the  amount  of  the 
average  merchandise  or  stock  in  hand. 

Now,  you  have  a  hypothetical  term  in  "  value."  You  have  a 
hypothetical  market  in  which  you  are  trying  to  ascertain  how  it 
would  work  out;  and  in  the  normal  hypothetical  market  you  have 
also  a  concept  of  normal  play  of  wants  and  desires,  of  normal  people 
on  the  market  buying  and  selling. 

Many  pieces  of  property  that  you  assess  have  no  market  at  all  in 
the  sense  of  being  sold.  They  are  not  sold,  and  are  not  going  to 
be  sold.  They  may  be  bought  at  a  bargain.  A  person  may  have 
acquired  them  years  ago,  or  may  have  acquired  them  yesterday,  at 
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a  price  at  which  he  would  not  part  with  them ;  or  he  may  have  paid 
altogether  too  much.  Those  examples  have  been  brought  out,  so 
the  result  is,  you  must  try  to  ascertain  a  fair  relative  value,  with  an 
application  of  the  tests,  and  use  all  the  data  available. 

The  price  that  is  paid;  the  cost  of  reproduction;  the  insurance  a 
man  carries;  all  those  things  must  be  taken  into  consideration,  but 
there  cannot  possibly  be  any  one  controlling  factor.     Thank  you. 

Chairman  Fairchild  :  In  spite  of  the  great  interest  in  this  sub- 
ject, the  time  has  come  when  we  should  terminate  this  part  of  the 
program  and  proceed  to  the  next  topic;  namely  the  present  status 
of  state  reciprocity  in  inheritance  taxation,  by  the  Honorable  Frank- 
lin S.  Edmonds,  chairman  of  the  Pennsylvania  Tax  Commission. 

PRESENT  STATUS  OF  STATE  RECIPROCITY 
IN  INHERITANCE  TAXATION 

FRANKLIN    S.    EDMONDS 
Chairman,  Pennsylvania  Tax  Commission 

The  term  "  Reciprocity  in  State  Inheritance  Taxation  "  for  the 
purposes  of  this  discussion  is  understood  as  limited  to  the  coopera- 
tive movement  between  the  states  to  eliminate  the  taxation  of  the 
intangible  personal  property  (stocks  and  bonds)  of  non-resident 
decedents. 

For  many  years  the  National  Tax  Association  has  directed  atten- 
tion to  the  wasteful  and  inequitable  methods  employed  by  many  of 
the  states  in  the  taxation  of  the  stocks  and  bonds  of  non-resident 
decedents.  For  example,  in  many  of  the  states,  if  a  non-resident 
dies  leaving  stock  of  a  domestic  corporation,  the  shares  are  taxed 
by  the  state  of  his  domicile  and  may  be  taxed  by  the  state  of  the 
incorporation  and  may  also  be  taxed  by  the  Federal  Government. 
It  the  corporation  is  incorporated  in  more  than  one  state,  the  stock 
may  become  taxable  in  each  jurisdiction.  In  other  cases,  if  the 
stocks  and  bonds  are  deposited  by  the  decedent  in  another  state 
than  that  of  his  residence,  this  second  state  may  acquire  taxing 
jurisdiction;  and  so  on,  in  a  variety  of  methods. 

The  evils  which  have  developed  from  this  form  of  taxation  have 
been  so  well  summarized  in  the  report  of  the  National  Committee 
on  Inheritance  Taxation,  which  was  presented  at  the  New  Orleans 
Tax  Convention,  in  November,  1925,  that  it  is  not  necessary  to 
present  illustrations  to  this  conference.  Suffice  it  to  say,  that  this 
report  shows,  in  considering  thirty-five  estates,  the  net  value  of 
which  was  from  $14,000  to  $7,000,000,  proceedings  were  necessary 
in  from  four  to  twenty-three  states  each,  involving  additional  costs 
in  administration,  as  well  as  the  repeated  payment  of  taxes  to  sev- 
eral jurisdictions. 
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Moreover,  this  report  shows  conclusively  that  the  taxation  of 
the  intangible  personal  property  of  non-resident  decedents  is  not  a 
material  source  of  revenue  to  the  states.  From  the  figures  there 
presented,  it  may  be  doubted  whether  the  total  income  of  all  the 
states  from  this  source  is  more  than  $10,000,000  per  year;  although 
it  is  admitted  that  the  cost  to  the  tax-paying  estate  is  very  much 
greater,  because  of  the  added  expense  of  administration  made 
necessary  by  the  complications  of  the  various  state  laws. 

Everyone  has  recognized  that  this  form  of  taxation  is  inequi- 
table, but  the  problem  was  to  find  a  way  out.  Some  states,  such  as 
New  York  and  Massachusetts,  had  at  one  time  repealed  the  tax  on 
the  intangibles  of  non-resident  decedents,  but  then  they  found  them- 
selves without  any  revenue  from  this  source,  while  the  assets  of 
their  citizens  were  paying  the  tax  to  other  jurisdictions.  Conse- 
quently, they  were  obliged  to  re-enact  the  tax,  as  a  method  of  self- 
defense. 

To  meet  this  condition,  in  1925,  Pennsylvania,  New  York,  Con- 
necticut and  Massachusetts  agreed  upon  a  policy  of  reciprocity, 
which  in  that  year  was  embodied  in  the  statute  books  of  these 
states.  By  various  amendments  to  the  inheritance  tax  law,  these 
states  provided  that  there  should  be  no  tax  on  the  intangible  per- 
sonal property  of  non-resident  decedents  of  those  states  which 
reciprocally  would  not  tax  the  stocks  and  bonds  of  decedents  of  the 
reciprocity  states.  Thus,  reciprocity  was  inaugurated,  and  we  are 
proud  to  claim  for  New  York,  by  Act  of  Assembly  enacted  March 
16,  1925,  and  effective  July  1st,  1925,  and  for  Pennsylvania,  by  the 
Act  of  Assembly  approved  May  14,  1925,  and  ef¥ective  from  that 
date,  the  pioneer  legislation  along  this  line. 

Then,  the  reciprocity  states  conferred  together  and  agreed  upon 
similar  forms  and  affidavits,  so  as  to  simplify  administration.  The 
result  has  been  that  for  the  past  year  reciprocity  has  been  operative 
not  only  between  these  four  states,  but  also  with  Florida,  Nevada. 
Alabama  and  the  District  of  Columbia,  which  have  no  inheritance 
taxes,  and  also  Georgia,  Vermont,  Rhode  Island  and  Tennessee, 
which  do  not  tax  the  intangibles  of  non-resident  decedents. 

There  was  a  report  of  the  inception  of  reciprocity  at  the  New 
Orleans  Convention,  and  I  am  asked  in  this  paper  to  bring  the 
movement  up  to  date. 

The  friends  of  reciprocity  claim  these  advantages  for  the  idea : 

1.  The  abolition  of  multiple  taxation  by  more  than  one  jurisdic- 
tion on  the  same  assets.  This  is  highly  important,  because  the  in- 
equity of  taxing  the  same  assets  over  and  over  again,  in  different 
jurisdictions,  has  led  to  a  feeling  of  hostility  to  all  inheritance 
taxation. 

2.  A  reduction  in  the  expenses  of  administering  estates,  which  is, 
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of  course,  a  complete  saving  to  the  taxpayer.  This  is  a  reduction 
in  costs  which  is  important,  because  it  should  be  remembered  that 
whatever  costs  the  taxpayer  pays  in  order  to  ascertain  his  taxes,  is 
really  added  to  the  tax  burden  that  he  must  bear.  In  addition, 
however,  reciprocity  under  the  administrative  regulations  which 
have  been  adopted  by  the  reciprocity  states,  permits  the  quick 
transfer  of  assets,  thereby  allowing  the  executor  to  take  advantage 
of  market  conditions.  I  recall  a  case  which  came  to  my  attention 
last  February,  when  a  New  York  attorney,  who  was  administering 
a  small  estate  in  which  the  only  stock  asset  was  a  block  of  stock 
in  the  Baldwin  Locomotive  Works,  telephoned  our  office  to  ascer- 
tain how  many  weeks  would  be  necessary  before  his  executor  could 
transfer  the  stock.  You  will  recall  that  the  stock  market  at  the  end 
of  February  was  in  a  somewhat  uncertain  condition,  and  it  was 
highly  important  to  the  widow  that  the  stock  be  sold  as  quickly  as 
possible.  I  told  him  that  all  that  was  necessary  was  for  the  exec- 
utor to  take  the  certificate  to  the  Bankers  Trust  Company,  in  New 
York,  which  is  the  transfer  agent  of  the  Baldwin  Locomotive 
Works,  and  then  execute  an  affidavit  that  the  decedent  was  a  resi- 
dent of  New  York,  one  of  the  reciprocity  states,  and  the  transfer 
could  be  made  at  once.  There  are  many  illustrations  of  the  loss 
that  has  come  to  estates  through  the  delays  made  necessary  in  order 
to  secure  waivers  from  the  taxing  authorities. 

3.  But  the  great  economic  advantage  of  reciprocity  is  that  it  en- 
courages the  free  flow  of  capital  from  one  state  to  another!  Any 
lawyer  in  active  practice  knows  that  in  the  last  two  years,  partic- 
ularly since  Mr.  Atwood's  articles  on  this  subject  in  The  Saturday 
Evening  Post,  many  investors  have  taken  serious  account  of  their 
assets,  selling  securities  in  certain  states  which  they  would  have 
been  glad  to  hold,  and  buying  other  securities  in  the  state  of  domi- 
cile. Thus,  there  is  an  artificial  barrier  to  the  free  flow  of  capital, 
and  many  of  the  states  which  need  this  capital  most,  are  discourag- 
ing investment  from  other  communities  by  retaining  this  antiquated 
method  of  taxation.  A  recent  statement  indicates  that  there  are 
eighty-one  corporations  in  the  United  States  which  have  more  than 
1,000,000  shares  of  stock;  and  it  is  estimated  that  these  corpora- 
tions and  others  have  something  like  20,000,000  stockholders,  which 
are  distributed  through  the  various  states.  It  is  these  people  who 
have  become  seriously  concerned  as  to  the  effect  of  their  stock- 
holdings upon  inheritance  taxes.  It  is  not  a  rich  man's  question 
alone.  Some  of  the  most  serious  illustrations  are  those  of  small 
estates,  in  which  any  addition  to  the  burden  of  costs  consumes  a 
larger  proportion  of  the  principal  than  in  the  large  estates. 

In  the  last  year,  there  have  occurred  four  interesting  develop- 
ments in  the  progress  toward  reciprocity. 
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First:  The  private  bankers  and  the  investment  houses  have  taken 
cognizance  in  their  advertisements  of  the  inheritance  taxation  upon 
securities.  A  recent  circular  of  a  prominent  banking  house  adver- 
tised a  new  issue  of  preferred  stock,  and  at  the  head  of  the  adver- 
tisement appeared  the  following : 

"  This  company  is  incorporated  in  Vermont,  one  of  the  few 
states  which  does  not  levy  inheritance  tax  on  securities  held 
by  non-residents." 

It  is  fair  to  say  that  with  the  increase  in  the  bankers'  knowledge 
of  the  question  involved,  there  is  bound  to  be  a  strong  tendency 
toward  incorporation  in  the  reciprocal  states. 

Second:  Perhaps  the  chief  illustration,  however,  of  the  growth 
in  public  sentiment  on  this  question  is  afforded  by  the  action  of  the 
State  of  New  Jersey,  which,  by  the  Siracusa  bill,  which  took  eft'ect 
July  1st,  1926,  repealed  absolutely  all  taxes  on  the  intangible  per- 
sonal property  of  non-resident  decedents;  and  I  am  glad  to  pay 
tribute  to  the  leadership  of  Senator  Arthur  Pierson,  of  the  New 
Jersey  legislature,  who  is  present  at  our  conference  this  morning. 
New  Jersey  has  long  been  recognized  as  the  chief  offender  in  this 
form  of  taxation.  It  has  collected  more  from  non-resident  dece- 
dents on  their  intangible  personal  property  than  any  other  state; 
and  the  transfer  of  the  stock  of  a  decedent  in  a  New  Jersey  cor- 
poration has  been  a  long,  involved  and  laborious  process.  We 
asked  New  Jersey  to  join  with  us  in  reciprocity;  but  recognizing 
the  inequity  of  this  form  of  taxation,  and  furthermore,  recognizing 
that  any  taxation  upon  the  stocks  and  bonds  of  non-resident  dece- 
dents was  bound  to  affect  the  vast  corporation  business  of  the  state, 
New  Jersey  has  gone  even  further  and  has  repealed  absolutely  this 
tax.  This  may  be  considered  as  the  chief  advance  for  reciprocity 
during  the  past  year. 

Third:  As  an  illustration,  however,  of  what  is  bound  to  happen, 
unless  reciprocity  prevails,  I  refer  to  the  example  of  the  Texas  Oil 
Company,  which  has  been  a  Texas  corporation,  but  which  recently 
re-incorporated  in  the  State  of  Delaware,  oft'ering  to  its  stock- 
holders the  shares  of  the  Delaware  corporation  in  exchange  for  the 
shares  of  the  Texas  corporation.  In  the  circular,  announcing  this 
change,  the  chairman  of  the  Board  of  Directors  of  the  corporation 
states  as  follows : 

"  An  incidental  advantage  of  this  exchange  is  that  estates  of 
deceased  stqckholders  in  the  new  company,  who  resided  out- 
side of  Texas,  will  not-be  subject  to  the  graduated  inheritance 
tax  imposed  by  the  laws  of  Texas.  At  present  the  transfer 
from  an  estate  of  stock  in  the  Texas  Company,  more  than  90 
per  cent  of  which  is  owned  outside  of  Texas,  is  subject  to  this 
tax  regardless  of  the  stockholder's  residence.  It  is  fair  to 
assume  that  this  is  reflected  in  the  market  price  of  the  stock, 
which  means  that  stockholders  generallv  are  affected." 
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Other  corporations  organized  in  states  where  the  taxation  is 
heavy  or  the  administration  severe,  are  contemplating  the  same 
change,  unless  reciprocity  will  appeal  to  the  taxing  authorities  as  a 
reasonable  way  out. 

Fourth :  The  United  States  Chamber  of  Commerce  has  recently 
submitted  a  referendum  on  state  and  local  taxation  to  the  various 
chambers  which  are  its  constituent  members.  Question  No.  4,  under 
inheritance  taxes,  is  as  follows : 

"  The  committee  recommends  reciprocal  exemption  of  intan- 
gible personal  property  of  non-resident  decedents." 

In  the  pamphlet  accompanying  the  referendum,  the  argument  is 
given  both  in  favor  of  and  against  the  proposition,  and  the  argu- 
ment in  favor  is  so  conclusive  that  it  is  difficult  to  find  any  argu- 
ments against. 

What,  then,  should  be  the  next  steps  in  the  matter  ?  The  New 
York  Tax  Commission,  through  Commissioner  Mark  Graves,  has 
suggested  reciprocity  in  the  taxation  of  the  intangibles  of  dece- 
dents, with  Canada.  Another  interesting  suggestion  is  that  the 
states  might  expand  reciprocal  provisions  in  other  matters  relating 
to  the  collection  of  inheritance  and  business  taxes.  But  we  are  all 
agreed  that  the  vital  question  is  to  present  to  the  legislatures  of  the 
thirty-five  states,  that  have  not  yet  entered  ino  reciprocity,  the  great 
advantages  of  this  movement  to  themselves  and  their  citizens. 

Recently,  the  Pennsylvania  Tax  Commission  corresponded  with 
the  tax  commissions  of  all  the  states  of  the  Union,  inviting  their 
attention  to  reciprocity;  and  we  are  gratified  to  report  that  we  have 
received  advices  that  in  sixteen  states  at  the  next  sessions  of  their 
legislatures,  held  in  most  cases  in  January  1927,  the  matter  will  be 
presented  for  legislative  consideration.  These  states  are  as  follows  : 
Arkansas,  California,  Colorado,  Delaware  (which  needs  but  a  slight 
amendment  to  its  law  to  entitle  it  to  full  reciprocity),  Illinois,  In- 
diana, Iowa,  Missouri,  New  Mexico,  North  Dakota,  Ohio,  South 
Dakota,  Virginia,  Washington,  West  Virginia  and  Wyoming.  If 
these  states  and  others  should  adopt  reciprocity,  we  may  fairly  ex- 
pect that  the  movement  will  become  universal.  Any  state  which 
then  proceeds  to  collect  taxes  on  the  stocks  and  bonds  of  non- 
resident decedents  will  find  that  its  citizens  will  be  obliged  to  pay 
taxes  to  the  other  states;  but  if  all  recognize  the  principle,  then 
one  of  the  most  unjust,  inequitable  and  wasteful  features  of  our 
taxing  system  will  be  eliminated  absolutely. 

There  is  another  aspect  of  this  question  which  is  profoundly  in- 
teresting to  me.  As  business  has  become  nationalized,  every  think- 
ing man  has  recognized  that  the  diversity  in  state  laws  and  admin- 
istrative methods  has  added  unnecessarily  to  business  costs,  and  an 
earnest  effort  has  been  made  to  secure  uniformity  in  state  condi- 


330  NATIONAL  TAX  ASSOCIATION 

tions.  Some  think  that  the  right  way  to  secure  this  uniformity  is 
through  federal  action,  and  the  consequence  is,  we  have  federal 
appropriation  bills  on  the  fifty-fifty  basis  and  an  increase  in  the 
power  of  the  Federal  Government  to  compel  uniform  conditions  in 
the  states.  In  many  cases,  this  results  in  federal  action  for  which 
the  states  are  not  yet  prepared,  and  hence,  serious  dissatisfaction 
results. 

To  my  mind,,  the  principle  of  reciprocity,  which  is  an  appeal  to 
the  states  to  act  for  themselves,  giving  a  definite  benefit  in  a  sim- 
pler method  of  taxation  and  a  great  saving  to  the  citizens  in  the 
administration  of  estates,  expresses  the  correct  American  principle. 
If  uniformity  on  this  question  can  be  brought  about,  it  ought  to 
materially  encourage  those  who  are  working  for  other  uniform 
laws  on  questions  of  equal  importance. 

Note.  In  the  model  succession  and  estate  tax  law,  reported  at 
the  Philadelphia  conference  by  the  National  Committee  on  Inheri- 
tance Taxation,  the  following  is  suggested  as  a  model  succession 
tax  reciprocal  exemption  provision : 

"  The  tak  imposed  by  this  act  in  respect  of  personal  property 
(except  tangible  personal  property  having  an  actual  situs  in 
this  state)  shall  not  be  payable  (a)  if  the  transferor  at  the 
time  of  his  death  was  a  resident  of  a  state  or  territory  of  the 
United  States,  or  of  any  foreign  country,  which  at  the  time  of 
his  death  did  not  impose  a  transfer  tax  or  death  tax  of  any 
character  in  respect  of  property  of  residents  of  this  state  (ex- 
cept tangible  personal  property  having  an  actual  situs  in  such 
state  or  territory  or  foreign  country),  or,  (b)  if  the  laws  of 
the  state,  territory  or  country  of  residence  of  the  transferor  at 
the  time  of  his  death  contained  a  reciprocal  exemption  pro- 
vision under  which  non-residents  were  exempted  from  transfer 
taxes  or  death  taxes  of  every  character  in  respect  of  personal 
property  (except  tangible  personal  property  having  an  actual 
situs  therein),  provided  the  state,  territory  or  country  of  resi- 
dence of  such  nonresidents  allowed  a  similar  exemption  to  resi- 
dents of  the  state,  territory  or  country  of  residence  of  such 
transferor.  For  the  purposes  of  this  section  the  District  of 
Columbia  and  possessions  of  the  United  States  shall  be  con- 
sidered territories  of  the  United  States." 

Chairman  Fairchild:  Mr.  Edmonds,  this  is  the  kind  of  report 
that  brings  encouragement  and  comfort  when  we  are  occasionally 
inclined  to  have  misgivings  at  the  slow  progress  which  we  seem 
to  make. 

I  see  before  me  a  gentleman  who  is  extremely  well-informed 
upon  this  subject  and  I  am  going  to  ask  him  to  come  to  the  Chair 
and  conduct  the  discussion  of  this  subject.  I  call  on  Mr.  Howard 
B.  Smith,  Secretary  of  the  New  York  State  Stock  Transfer  Asso- 
ciation. 
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(Howard  B.  Smith,  of  New  York,  presiding.) 

Chairman  Smith  :  I  regret  that  we  have  not  more  time  to  dis- 
cuss this  subject  of  reciprocity.  We  have  been  going  over  this 
subject  of  valuation,  which  appeals  to  everybody,  but  reciprocity 
should  appeal  to  representatives  of  every  state  here.  Those  who 
have  it  would  like  to  know  more  about  its  administration ;  those 
who  have  no  tax  whatsoever  will  be  interested  in  what  the  other 
states  are  doing  which  have  such  taxation ;  but  we  wish  to  appeal 
particularly  to  those  states  who  are  taxing  non-resident  intangibles. 

As  a  trust  officer  of  a  bank  I  come  in  contact  with  this  on  two 
sides.  As  Senator  Edmonds  has  stated,  investors  are  going  over 
their  stocks  and  asking,  "  Do  I  require  a  waiver,  must  I  pay  a  tax 
in  case  of  my  death  with  respect  to  this  stock;  if  so,  let  me  sell  it. 
Isn't  there  something  else  just  as  good?" 

That  is  driving  capital — you  cannot  tell  how  much — from  your 
.^tate. 

From  the  transfer  agent's  standpoint,  the  corporation  is  dealing 
with  the  stockholders,  and  the  transfer  agent  is  in  position  to  know- 
about  the  complaints  which  stockholders  are  making.  They  com- 
plain against  the  delay  and  cost  to  get  their  transfers  through,  not 
only  the  labor,  but  the  loss  of  a  market,  causing  very  often,  in  the 
case  of  administration  of  estates,  considerable  expense,  and  depre- 
ciation of  capital,  because  the  executor  or  administrator  wants  to 
sell  inside  of  a  year;  and,  maybe,  just  at  the  time  he  would  like  to 
make  this  transfer  after  death,  the  stock  is  selling  very  much 
higher  than  at  any  other  time  that  year. 

I  have  been  greatly  encouraged  by  what  Senator  Edmonds  has 
said  with  respect  to  the  progress  that  is  being  made  in  the  states 
which  already  have  this  reciprocity  statute.  I  hope  he  is  not  un- 
duly optimistic,  when  he  names  fifteen  states,  and  I  think  he  omitted 
one  which  we  heard  a  good  report  of  this  morning,  Virginia ;  which 
seems  possibly  to  be  brought  into  line.  We  shall  be  glad  to  have 
discussion  along  different  lines. 

Oscar  Leser  (Maryland)  :  I  have  one  thought  to  suggest.  Mr. 
Edmonds  laid  emphasis  on  the  fact  it  was  only  by  reciprocity  that 
we  could  make  progress.  I  should  like  to  know  from  him  whether 
he  would  object  to  the  passage  of  a  law  by  a  state  exempting  the 
securities  of  non-resident  decedents,  without  a  reciprocity  clause, 
based  wholly  on  the  idea  that  it  is  a  wrong  thing  to  do,  to  tax  this 
property. 

Franklin  S.  Edmonds  :  Not  the  slightest,  sir.  When  New  Jer- 
sey did  it,  we  took  them  to  our  hearts  and  sung  the  doxology,  and 
we  will  do  it  for  Maryland. 

Mr.  Leser:  I  am  going  to  advocate  this  reform  in  Maryland, 
without  anv  conditions  whatsoever. 
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Seth  T.  Cole  (New  York)  :  I  am  sure  we  are  encouraged  by- 
Mr.  Edmonds'  report,  and  while  it  may  seem  to  some  that  because 
New  Jersey  is  the  only  state  to  become  a  member  of  the  reciprocal 
group  this  year,  it  is  discouraging;  as  a  matter  of  fact,  it  is  not, 
because  New  Jersey  adds  greatly  in  bulk.  Considering  what  has 
been  accomplished  under  the  line  of  reciprocity,  it  is  necessary  to 
realize  that  there  were  only  nine  state  legislatures  meeting  this 
year,  and  a  number  of  those  were  in  states  which  were  already  on 
the  reciprocal  basis,  so  that  the  real  hope  for  progress,  as  Senator 
Edmonds  has  pointed  out,  is  next  year,  when  somewhere  around 
forty  state  legislatures  meet. 

This  idea  of  reciprocity  is  blazing  a  trail  through  the  wilderness 
of  multiple  inheritance  taxation.  There  are,  however,  a  few  trees 
here  and  there  which  still  obstruct  the  trail  and  which  we  must  get 
over  as  best  we  can.  Those  should  be  removed.  I  refer,  for  ex- 
ample, to  those  states  which  require  local  administration  before 
securities  and  stocks  of  non-resident  decedents  may  be  transferred. 

In  New  York  at  the  present  time  we  have  found  such  an  ob- 
struction to  the  transfer  of  the  contents  of  safe-deposit  boxes  be- 
longing to  non-resident  decedents,  residents  of  states  which  are  on 
a  reciprocal  basis.  The  New  York  Tax  Commission,  within  the 
next  two  weeks,  will  adopt  measures  to  remove  that  particular  ob- 
struction from  the  trail. 

I  see  just  one  danger  sign  which  we  ought,  I  think,  to  take 
notice  of,  and  I  refer  to  a  recent  decision  by  the  Supreme  Court  of 
Errors  of  the  State  of  Connecticut,  which  is  the  highest  tribunal 
of  that  state,  with  reference  to  a  definition  of  what  constitutes  in- 
tangible property,  as  distinguished  from  tangible  personal  property. 
That  decision,  as  I  get  it  from  a  digest — I  have  not  had  an  oppor- 
tunity to  read  and  study  the  text — is  to  the  effect  that  United  States 
Government  bonds.  Treasury  certificates,  and  cash  on  deposit  in 
banks  are  all  tangible  personal  property.  It  seems  to  me  the  de- 
cision is  very  mischievous  and  may  perhaps,  if  it  is  to  stand  and  be 
adopted  as  the  law  in  other  states,  do  much  to  undo  what  we  have 
accomplished  in  straightening  out  this  inheritance  tax  mess. 

Now,  if  it  is  only  the  law  of  Connecticut  it  is  not  so  serious, 
because  Connecticut  can  still  retain  its  place  among  the  reciprocal 
states  by  merely  exempting  that  kind  or  those  kinds  of  tangible 
personal  property;  but  if  thkt  is  to  be  the  law  of  any  considerable 
number  of  states,  it  opens  up  a  wide  avenue  for  escaping  death 
taxes;  the  thing  we  have  been  trying  to  prevent. 

See  how  simple  it  will  be  for  a  man  of  great  wealth,  who  has 
invested  his  fortune  largely  in  tax-exempt  securities,  and  who  has 
obtained  all  the  benefits  of  tax  exemption  during  his  lifetime,  to 
perpetuate  that  tax  exemption  even  after  his  death,  by  merely  hir- 
ing a  safe-deposit  box  in  Florida  or  Alabama  or  some  other  state 
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where  they  have  no  inheritance  tax,  placing  his  tax-exempt  gov- 
ernment bonds  in  that  safety-deposit  box,  and  having  them  pass  to 
his  heirs  entirely  free  of  any  tax  whatsoever. 

Farwell  Knapp  (Connecticut)  :  That  case  of  which  Mr.  Cole 
spoke  will,  I  think,  be  taken  to  the  United  States  Supreme  Court. 
The  Connecticut  Tax  Commissioner  is  not  entirely  satisfied  with 
the  decision,  and  if  we  can,  we  shall  try  to  have  it  reversed  or 
corrected. 

There  is  another  point  which  I  should  like  to  bring  up  for  con- 
sideration as  a  result  of  the  reciprocal  laws.  There  has  been  a  hole 
opened  for  estates  to  escape  all  state  inheritance  taxes.  I  can  best 
illustrate  that  by  an  actual  case. 

A  resident  of  Connecticut  died,  who  lived  near  the  state  line  of 
New  York,  and  whose  business  was  in  New  York,  but  he  was  un- 
doubtedly a  resident  of  Connecticut.  He  left  a  will,  which  was 
and  always  had  been  in  a  safe-deposit  box  in  New  York,  and  his 
whole  estate  consisted  of  stocks  and  bonds  located  in  the  safe- 
deposit  box  in  New  York.  No  administration  was  taken  out  in 
Connecticut.  Administration  was  taken  out  in  New  York,  under 
the  provisions  of  the  New  York  statute,  which  allow  it.  New  York 
will  not  tax  the  intangible  personal  property  of  a  resident  of  Con- 
necticut, because  of  the  reciprocal  relations.  Connecticut  cannot 
tax  it.  We  have  no  jurisdiction  over  either  person  or  property  in 
that  case.  We  cannot  appoint  an  administrator  in  Connecticut  and 
go  into  New  York,  under  the  decision  of  a  fairly  recent  New  York 
case,  and  collect  the  tax.  That  situation  may  exist  between  any 
two  reciprocal  states  or  any  states  which  do  not  tax  intangibles  of 
non-resident  decedents.  It  can  be  cured,  however,  by  a  rather 
simple  statute.  The  suggestion  for  that  came,  I  think,  originally 
from  Mr.  A.  E.  Holcomb.  Such  a  statute  should  be  considered  by 
states  which  may  be  interested  in  getting  into  the  rciprocity,  and 
also  by  states  which  are  already  in  that  relation.  It  would  provide 
simply  that  if  the  estate  of  a  non-resident  decedent  is  probated  in 
this  state,  the  executor  or  administrator  shall  not  distribute  the 
property  here  or  shall  not  be  discharged,  and  his  account  allowed, 
until  he  exhibits  to  the  probate  court  a  receipt  or  other  official 
document  from  the  tax  authority  of  the  state  of  domicile  showing 
either  that  the  domiciliary  inheritance  tax  was  paid  or  that  none 
was  due. 

That  statute  should  also  cover  transfers  in  contemplation  of 
death  and  at  death.  It  should  also  provide  that  it  should  not  apply 
to  cases  where  the  only  property  of  the  non-resident  decedent  was 
real  estate  or  tangible  personal  property  within  the  state,  and  it 
should  not  apply,  unless  the  state  of  domicile  had  a  statute  similar 
to  the  one  we  have  been  discussing.     That  is  simply  because  this 
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state  does  not  wish  to  collect  taxes,  or  see  that  taxes  are  collected 
for  other  states,  unless  they  reciprocate. 

J.  F.  Atterbury  (New  York)  :  Gentlemen,  this  question  of  reci- 
procity is  very  interesting  to  me,  because  I  have  to  come  in  contact 
with  the  dear  public  constantly  on  this  question;  and,  in  answer  to 
j\Ir.  Knapp's  proposition,  about  the  Connecticut  resident  having  his 
property  in  New  York  State,  in  considering  reciprocity  the  idea  of 
executing  the  affidavit  in  duplicate  to  be  filed  with  the  respective 
states  was  designed  to  prevent  just  such  a  case  as  Mr.  Knapp  has 
given  to  us;  and  that  is  an  answer  to  our  good  friend  from  Alary- 
land  with  respect  to  efforts  to  do  away  entirely  with  the  reciprocal 
idea.  The  reciprocal  idea  if  carried  out  would  furnish  a  clearing 
house  which  would  prevent  any  decedent's  estate  being  transferred 
without  knowledge  of  the  state  of  domicile,  provided  the  intan- 
gible personal  property  was  registered  in  the  decedent's  name. 

So,  our  good  friend  from  jNIaryland.  if  you  consider  that  aspect 
of  reciprocity,  in  recommending  to  your  state  the  adoption  of  some 
relief,  in  the  final  analysis  we  shall  be  able  to  prevent  the  transfers 
of  all  intangible  personal  property,  without  the  knowledge  of  the 
state  of  domicile. 

Oscar  Leser  (Maryland)  :  We  can  still  do  that,  without  making 
the  condition  that  it  is  only  effective  if  you  do  it. 

Mr.  Atterbury  :  Yes,  that  is  true. 

Mr.  Leser:  Therefore,  it  is  not  essential  that  it  should  be  a  recip- 
rocal provision  at  all. 

Mr.  Atterbury  :  What  I  am  trying  to  impress  upon  you  gentle- 
men is  the  necessity  for  compelling  the  executor  to  file  an  affidavit 
in  duplicate  whenever  he  transfers  intangible  registered  personal 
property,  so  that  the  state  of  his  domicile  has  the  knowledge  and 
can  proceed  accordingly. 

Fr.-\xklin  S.  Edmonds:  I  move  the  conference  do  now  adjourn. 
It  is  only  ten  minutes  before  the  buses  will  assemble,  and  I  think 
that  it  would  be  a  great  convenience  to  start  off  on  time. 

Chairman  Smith  :  The  meeting  is  adjourned. 

(Adjournment) 
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President  Vaughan  presiding. 

Chairman  Vaughan  :  The  meeting  will  come  to  order. 

Secretary  Holcomb  :  Mr.  President,  under  the  rules  any  reso- 
lution that  is  put  in  must  be  read.  I  desire  to  read  two  or  three 
resolutions  that  have  not  been  read  up  to  this  time. 

(Reads  resolutions) 

Chairman  Vaughan  :  These  resolutions  are  to  be  acted  upon 
tomorrow. 

I  am  going  to  ask  Mr.  Long  to  come  forward  and  assume  the 
Chair  during  the  next  part  of  the  program. 

Secretary  Holcomb  :  I  see  with  us  tonight  Governor  Hammill  of 
Iowa.  Isn't  it  appropriate  to  have  a  few  remarks  from  the  Gov- 
ernor ? 

(Henry  F.  Long  presiding.) 

Chairman  Long:  I  will  appoint  a  gentleman  from  a  neighbor- 
ing state.  Judge  Gibbs  of  Ohio,  to  escort  the  Governor  of  Iowa  to 
the  platform.  We  all  know  something  of  the  state  of  Iowa,  and 
when  the  Governor  gets  through  I  am  sure  we  will  know  a  lot 
more. 

Governor  Hammill  (Iowa)  :  ]\Ir.  President,  Ladies  and  Gentle- 
men: I  came  here  this  evening  for  the  purpose  of  enjoying  your 
program,  and  looking  on,  and  not  to  attempt  to  enlighten  any 
group  that  might  gather  here.  I  dropped  in  about  noon  with  the 
expectation  that  I  should  have  an  opportunity  of  attending  the 
session  this  afternoon. 

To  my  mind  one  of  the  greatest  problems  that  is  confronting  the 
people  of  the  nation  at  the  present  time  is  the  matter  of  taxation. 
The  question  naturally  arises  how  it  can  be  solved,  how  we  can 
continue  to  maintain  our  high  standard  of  governmental  activities 
and  carry  on  that  kind  of  a  government  that  our  people  can  afford 
to  pay  for. 

You  know  the  increase  in  taxes  in  the  various  departments.  It 
has  not  been  perhaps  as  great  in  the  state  departments  and  yet  it 
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has  been  shown  in  many  state  departments;  but,  in  the  lower  de- 
partments of  government,  such  as  school  districts,  cities,  counties 
and  various  other  departments,  it  has  grown  to  an  alarming  degree. 

It  has  likewise  grown  in  many  of  the  states,  to  my  mind,  to  an 
alarming  degree.  We  do  not  want  communism,  but  we  are  going 
to  have  it  in  an  indirect  way,  rather  than  a  direct  way,  if  we  do 
not  come  to  a  realization  as  to  the  manner  in  which  we  are  drift- 
ing in  this  respect,  because  we  are  going  to  have  the  charge  upon 
property  so  high  and  so  great  that  men  will  not  be  able  to  carry 
the  burden. 

The  question  naturally  arises,  how  can  this  problem  be  solved? 
I  understand,  from  talking  to  some  of  the  men  who  are  here,  that 
this  organization  has  given  much  thought  as  to  new  ways  and 
means  of  raising  taxes,  as  distinguished  from  ways  and  means  of 
carrying  on  our  various  departments  of  government  with  the  taxes 
we  already  have;  in  other  words,  trying  to  find  new  ways  and 
means  which  we  can  substitute  for  taxes  we  now  have,  as  distin- 
guished from  additional  tax. 

I  believe  that  one  of  our  weaknesses  on  this  earth  lies  in  the 
fact  that  we  have  not  compiled  our  budgets  as  completely  as  we 
should.  We  find  many  of  those  who  are  in  charge  of  particular 
departments  of  government  seeking  to  expend  in  their  departments 
just  as  much  money  as  they  can  possibly  get.  It  ought  to  be  the 
policy  of  the  head  of  any  department  of  government  to  give  that 
department  the  best  kind  of  administration  it  can  have,  for  the 
money  that  is  allotted  to  it,  rather  than  trying  to  seek  to  get  all  the 
money  that  is  possible. 

We  have  just  been  making  up  our  budget  in  the  State  of  Iowa, 
and  I  have  discovered  that  if  we  should  allow  the  various  depart- 
ments to  have  the  money  they  apply  for,  we  could  not  find  money 
enough  in  the  world  to  go  around. 

We  must  put  into  those  activities  sound  business  methods.  We 
want  good  roads;  we  must  have  good  roads,  and  we  must  have 
good  schools ;  we  must  make  progress.  We  must  not  alone  be 
forward-looking,  but  we  must  be  forward-stepping  as  well,  in  all  of 
our  improvements  and  all  of  our  activities.  So,  to  my  mind,  we 
must  inaugurate  a  plan,  and  it  should  be  the  policy  of  this  associa- 
tion to  study  all  of  these  questions  and  see  that  every  dollar  that  is 
expended  in  a  public  way  buys  just  as  much  as  though  it  was  an 
individual  dollar.  We  cannot  afford  to  have  any  other  policy,  be- 
cause poverty  stands  between  us  and  a  great  many  things  in  an 
individual  way,  and  between  us  and  many  things  in  a  public  way. 

It  seems  to  me  that  we  must  get  to  our  people  a  realization  of  the 
thought  that  the  money  in  the  public  treasury  is  their  money,  and 
that  these  treasurers  are  the  agents  of  the  tax-paying  public;  that 
the  money  belongs  to  them,  just  as  much,  when  it  is  in  the  hands 
of  the  public  treasurer  as  if  they  had  it  themselves. 
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We  must  also  keep  this  thought  in  mind,  that  these  departments 
of  government  have  no  funds  except  as  the  individual  taxpayer 
contributes  them.  We  must  also  keep  in  mind  that  w^e  pay  by  in- 
direct taxes  the  same  as  we  pay  by  direct  taxes,  so  that  we  must 
have  an  educational  campaign  in  which  our  people  will  come  to  a 
thoughtful  consideration  of  this  phase  of  the  matter  of  taxation. 

To  my  mind,  along  with  the  development  of  new  methods  of 
taxation  must  go  business  methods  to  reduce  the  obligations  we 
have. 

One  of  the  weaknesses  is  that  we  have  had  a  tendency  toward  a 
bureaucratic  condition.  We  have  had  a  lot  of  supervision,  a  lot  of 
inspection,  and  then  somebody  else  following  up,  to  keep  a  record 
of  what  was  going  on  as  well.  In  other  words,  we  are  getting  our 
government  too  complex,  too  costly,  if  you  please,  and  the  burden 
that  is  being  heaped  upon  the  taxpayers  as  a  result  is  becoming 
appalling. 

You  take  a  citizen  that  has  become  involved  financially;  he 
ceases  to  be  a  good  citizen.  His  relationship  to  his  family,  his 
relationship  to  society  and  to  his  fellow  man,  his  relationship  to 
his  country  becomes  absolutely  disturbed. 

We  can  go  on  with  obligations  in  government,  if  you  please,  so 
that  these  obligations  can  become  just  as  appalling  as  though  it 
were  an  individual  case.  The  group  obligation  is  nothing  more  or 
less  than  the  individual  obligation  coupled  with  others. 

I  had  hoped  that  you  would  go  into  a  discussion — perhaps  you 
have  been  doing  this  at  the  meeting — in  which  you  would  take  up 
the  question  of  how  far  we  should  go  in  the  matter  of  public  im- 
provements and  in  issuing  bonds  therefor,  and  how  far  we  should 
go  in  trying  to  pay  for  public  improvement  out  of  current  funds. 
I  don't  know  what  has  been  the  policy,  or  is  the  policy  of  this 
organization,  as  to  what  might  be  termed  the  amortization  idea  in 
the  issuing  of  bonds,  but  I  am  convinced  of  this;  that  no  bond 
should  be  issued  by  any  department  of  government  or  any  state 
government  unless  it  is  issued  on  the  amortization  plan  and  the 
ways  and  means  of  liquidation  are  provided  at  the  inception  of  the 
obligation. 

I  am  further  convinced  that  we  shall  never  have  sound  eco- 
nomics in  the  administration  of  our  various  departments  of  govern- 
ment until  we  couple  up  the  refunding  of  bonds  with  the  same 
principle.  It  ought  to  be  the  policy  of  all  departments  of  govern- 
ment that  the  amortization  feature  should  be  applied  to  the  refund- 
ing of  bonds,  and  that  there  should  be  some  means  of  liquidation 
in  connection  therewith. 

I  sincerely  hope  that  if  you  have  not  already  done  so,  you  will 
give  thoughtful  consideration  to  this  principle,  as  well  as  to  the 
others  that  I  have  suggested;  but  others  have  been  assigned  the 
22 
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task  of  advising  you  at  this  particular  meeting.  What  I  may  say 
at  this  time  is  only  incidental,  as  I  had  not  expected  to  talk  to  you. 
What  I  have  said  now  is  in  the  nature  of  an  impromptu  presenta- 
tion of  the  matter,  but  to  my  mind  it  is  alarming  to  note  the  manner 
in  which  our  various  departments  of  government  have  been  plung- 
ing into  debt.  It  is  time  for  the  thoughtful  citizen  to  study  these 
problems  and  to  solve  them,  and  solve  them  rightly,  before  it  is  too 
late  and  before  the  obligations  become  so  great  as  to  be  staggering 
and  to  interfere  with  the  progress  and  development  of  the  state 
and  of  the  nation. 

Let  us  keep  this  thought  in  mind,  that  we  must  apply  business 
methods  to  all  our  various  activities  and  all  our  various  departments 
of  government.  It  ought  to  be  the  thought  of  every  man  that  the 
old  notion  that  an  individual  dollar  would  buy  more  than  a  public 
dollar  must  be  discarded  and  that  we  must  inaugurate  a  new  policy, 
in  which  the  dollar  of  the  public  will  buy  just  as  much  as  the  indi- 
vidual dollar.     I  thank  you. 

Chairman  Long:  I  think  I  voice  the  sentiment  of  this  confer- 
ence that  we  are  heartily  glad  to  hear  from  the  Governor  of  a  very 
prominent  state  of  the  Union.  The  words  that  the  Governor  of 
Iowa  has  given  to  us  probably  will  travel  far  and  wide  throughout 
the  nation  and  heed  will  be  taken  of  them. 

In  some  respects  this  ninth  session  is  one  of  the  best.  You  know 
that  it  was  the  custom  before  the  Eighteenth  Amendment,  at  ban- 
quets or  things  of  that  kind  to  keep  the  best  wine  until  the  last, 
and  I  have  a  suspicion  that  those  who  have  gone  will  miss  the 
wine  that  is  best. 

There  are  a  great  many  things  that  this  tax  association  has  done 
which  have  redounded  to  the  great  benefit  of  many  states  and  many 
people.  I  think  that  in  some  respects  we  have  approached  this  year 
as  high  a  standard  of  association  meeting  as  we  possibly  could 
attain. 

We  are  going  to  be  regaled  tonight  with  remarks  by  our  presi- 
dent, who,  I  think  you  will  all  agree,  is  the  handsomest  president 
we  have  had  so  far. 

George  Vaughan  has  always  been  a  war-horse  in  this  association, 
and  it  was  with  a  great  deal  of  pleasure  that  I  saw  his  elevation  to 
a  position  which  finally  brought  him  to  the  presidency  of  this  asso- 
ciation. I  think  the  result  of  this  conference  more  than  warrants 
us  in  placing  him  in  this  position,  and  although  his  name  is  more 
or  less  toward  the  end  of  the  alphabetical  list  of  names,  the  state 
that  he  comes  from  approaches  very  close  to  the  state  of  Alabama, 
which  we  learned  through  the  not  far  distant  convention  of  the 
Democratic  party,  always  casts  24  votes  for  Underwood. 

Arkansas  has  been  benefited  tremendously  by  the  fact  that  this 
association  has  seen  fit  to  elevate  one  of  its  most  cherished  and 
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loved  members  to  the  position  of  the  presidency ;  and  all  other 
positions  which  may  come  to  him  will  be  very  small  in  comparison. 
I  have  a  secret  to  give  to  you  tonight,  because  we  have  always 
thought  of  George  Vaughan  in  another  capacity.  During  the  last 
year,  and  I  think  probably  due  to  the  fact  of  the  promotion  of 
George  Vaughan  to  the  presidency  of  this  association,  and  to  the 
general  intelligence  of  Arkansas,  he  was  given  by  the  University 
of  Arkansas  this  last  year  the  Degree  of  Doctor  of  Laws,  and  it  is 
with  a  great  deal  of  pleasure  that  I  now  take  off  the  mantle  of 
president  of  the  association  and  place  upon  George  Vaughan  the 
crown  of  Dr.  Vaughan,  the  President  of  the  National  Tax  Associa- 
tion.— Dr.  Vaughan. 

President  Vaughan  :  Mr.  Chairman,  Ladies  and  Gentlemen : 
You  impress  me  more  than  you  think,  Mr.  Chairman,  by  the  refer- 
ence to  the  recent  honor — the  honorary  degree  of  Doctor  of  Laws — 
that  was  conferred  upon  me,  because  there  happens  to  be  present 
tonight  the  individual  who  is  responsible  for  that  economic  blunder, 
President  John  C.  Futrall  of  the  University  of  Arkansas,  who,  with 
his  wife,  honor  us  with  their  presence  tonight. 

I  feel  a  little  bit  puffed  up  by  that  honor,  however.  All  those 
of  my  immediate  vicinity  around  home  have  been  calling  me  Doctor 
Vaughan,  and  it  had  been  a  very  pleasing  sound  to  me,  until  the 
other  day  one  of  my  friends  explained  to  a  group  that  when  they 
called  me  Doctor  Vaughan  there  was  no  need  of  my  being  puffed 
up,  because  he  was  just  a  veterinary. 

WHAT  PRICE  GOVERNMENT? 

GEORGE  VAUGHAN,   LITTLE  ROCK,  ARK. 
President,  National  Tax  Association 

A  lad  of  ten  was  gazing  with  intense  interest  at  the  glittering 
rows  of  holiday  goods  on  the  display  shelves  in  a  village  store.  He 
wanted  to  buy  a  Christmas  present  for  his  mother.  Diverted  from 
his  main  quest,  he  seized  with  eagerness  a  favorite  toy  whose  direct 
appeal  to  his  boyish  taste  was  irresistible.  Then,  suppressing  the 
selfish  impulse,  he  passed  on  to  the  dazzling  bric-a-brac,  and  Hft- 
ing  a  vase  of  surpassing  charm,  he  asked  the  dealer,  "  What  price 
is  this?"  On  finding  the  cost  far  exceeded  the  estimate  of  his  un- 
trained mind,  as  well  as  his  "  ability  to  pay,"  he  sadly  replaced  the 
piece. 

Presently,  he  paused  to  survey  the  possibilities  of  a  line  of  dec- 
orative mottoes.  Choosing  one  of  a  crude  and  simple  type  yet 
meeting  his  sentimental  ideals,  again  he  asked,  "  What  price  ?" 
The  welcome  answer  came — a  figure  within  the  limits  of  his  modest 
purse,  and  so  the  deal  was  closed. 


340  NATIONAL  TAX  ASSOCIATIOIS 

Prudence,  altruism,  idealism  and  self-denial — cardinal  virtues  all — 
were  active  in  the  mind  and  heart  of  this  typical  youth  in  a  trivial 
transaction  which  illustrates  the  moral  of  my  theme. 

In  America  today  a  hundred  million  souls  are  hurrying  past  the 
bargain-counter  of  an  institution  established  a  hundred  and  fifty 
years  ago.  The  wares  on  display,  stripped  of  decorative  trappings, 
false  labels  and  the  cunning  tricks  of  trade,  constitute  after  all  the 
elemental,  the  essential  needs  of  civilized  existence — "  life,  liberty 
and  the  pursuit  of  happiness." 

What  and  Why  is  Government? 

The  guarantor  of  social  perpetuation  and  protection  is  that  in- 
tangible entity  which  men  have  tagged  "  the  Government."  The 
social  mechanism  called  "  Government "  is  indeed  the  one  indis- 
pensable commodity  of  all  free  peoples,  of  whatever  race  or  creed. 

But  human  government  is  an  artificial  and  not  a  natural  bless- 
ing. It  does  not,  like  mercy,  drop  "  as  the  gentle  rain  from 
Heaven  upon  the  place  beneath."  It  is  a  device  which  man  in  the 
aggregate,  for  mutual  protection  and  advantage,  has  voluntarily 
adopted. 

Moreover,  considered  as  the  sum  total  of  the  blessings  of  society. 
Government  must,  like  any  other  commodity,  be  "  bought  with  a 
price." 

The  term  "  price  "  implies  an  exchange  of  a  thing  of  value  for 
a  presumable  equivalent.  A  normal  purchase  involves  the  weigh- 
ing of  alternative  satisfactions.  Many  things,  it  is  true,  are  bought 
and  sold  in  the  marts  of  trade,  without  intelligent  appraisal  of 
"  value,"  "  cost  "  or  "  price."  Where,  however,  competition  is  keen, 
demand  is  constant,  and  knowledge  specific  and  exact,  price  tends 
more  nearly  to  coincide  with  value  or  true  worth. 

And  so,  in  measuring  that  imponderable  entity,  the  external 
governmental  structure  of  a  city,  state  or  Land,  it  is  needful  to  de- 
fine, to  analyze  and  to  interpret  the  component  factors  in  the  case. 

In  recent  months  there  has  been  a  flood  of  literature  upon  "  the 
mounting  cost  of  government."  But  too  little  attention  is  paid  to 
a  pertinent  and  vital  phase,  the  quality  of  government. 

All  things  in  life  are  relative.  "  The  barest  necessities  of  life," 
as  defined  by  the  business  man  with  an  earning  capacity  of  $10,000 
a  year,  includes  items  which  to  the  wage-earner  of  modest  means 
are  luxuries. 

The  "  high  cost  of  living  "  of  a  short  dozen  years  ago  "  looks 
like  30  cents  "  in  the  present-day  coin  of  the  realm.  This  rising 
scale  of  general  values  is  the  composite  result  of  rapid  economic 
change,  including  not  merely  deflation  in  currency-  but  increased 
human  wants  as  well.  But  with  enlarged  and  unleashed  cravings, 
with    "  those   thoughts   that    wander   through    eternity,"    ambitious 
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man.  God's  masterpiece,  has  boldly  thrust  his  reach  out  toward  the 
infinite — toward  a  destiny  indeed,  "  a  little  lower  than  the  angels." 

The  Cost  of  Organized  Government 

Authoritative  statistics  show  that  ad  valorem  and  special  taxes, 
the  pecuniary  price  paid  for  the  benefits  of  organized  government 
(state  and  local)  throughout  the  United  States,  ranged  from  thirty 
years  prior  to  the  Great  War  around  seven-tenths  of  one  per  cent 
of  the  value  of  all  taxed  property.  This  is  equivalent  to  only 
seven  mills  on  the  dollar. 

Since  the  beginning  of  the  war  period,  however,  the  average  has 
risen  to  slightly  over  one  per  cent  of  the  actual  value  of  taxable 
property,  or  to  eleven  mills.  The  total  tax  rate  for  the  year  1922, 
according  to  the  government  report,  averaged  eleven  and  six- 
hundredths  mills. 

The  federal  census  report  on  "  Wealth,  Public  Debt  and  Taxa- 
tion, 1922,"  estimated  the  total  national  wealth  subject  to  taxation 
to  be  $300,298,043,000.  This  stupendous  figure  represents,  as  above 
stated,  a  toll  of  only  one  and  one-tenth  per  cent. 

The  cost  of  state  and  local  government,  however,  varies  in  dif- 
ferent jurisdictions,  as  well  as  in  different  localities  wthin  a  given 
state,  ranging  from  $13.87  per  capita  in  Arkansas  to  $59.96  in 
California. 

Added  to  your  regular  monthly  expense  account,  your  tax  bill 
will  register  a  dollar  a  month  and  up.  That  is,  the  actual  burden 
for  each  man,  woman  and  child,  if  you  live  in  Alabama  or  Ar- 
kansas; and  five  dollars  a  month  is  what  you,  Mr.  Average  Citizen, 
pay  in  New  York  and  in  California,  Oregon  and  other  western 
states. 

The  urban  rate  runs  higher  of  course  than  the  rural.  For  ex- 
ample, the  city  dweller  in  the  metropolis  had  to  allot  nearly  seven 
dollars  of  his  monthly  expense  budget  to  governmental  support,  as 
against  fifty  cents  for  the  rural  resident  of  Laurens  County,  South 
Carolina. 

Official  statistics  report  a  total  average  annual  rate  for  the  thirty 
year  pre-war  period  of  slightly  over  six-tenths  of  one  per  cent  in 
Arkansas,  as  compared  with  the  higher  average  of  seven-tenths  per 
cent  for  the  w^hole  country. 

The  average  rate  for  Arkansas  for  the  year  1922  was  exactly 
sixty-six  hundredths  per  cent,  or  the  equivalent  of  six  and  six- 
tenths  mills,  as  compared  with  the  eleven  and  six-hundredths  mills 
for  the  whole  country. 

Administrative  Efficiency  the  Main  Essential 
By  w^hatsoever  method  public   funds   are    found,   however,   the 
wisdom  of  the  program  of  expenditure  is  the  main  criterion  of  ad- 
ministrative efficiency. 
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It  was  Alexander  Pope  who  turned  a  famous  phrase  in  the 
familiar  couplet — 

For  forms  of  government  let  fools  contest ; 
Whatever  is  best  administered  is  best. 

So  the  test  of  the  tradesman,  "the  best  goods  for  the' least 
money,"  is  roughly  applied  to  states  by  the  deadly  parallel  of  "taxes 
collected." 

Again,  we  turn  to  the  federal  census,  which  each  ten  years  re- 
quires a  comprehensive  survey  of  the  whole  taxation  field.  The 
resulting  data  is  eventually  published,  thus  furnishing  in  permanent 
form  an  authentic  body  of  statistical  material  for  comparison  and 
study. 

It  is  shown  by  this  report  for  1922  that  the  master  tax-bill  of 
the  country  amounted  to  $4,220,912,000,  or  a  per  capita  load  of 
$38.82  per'  year.  Arkansas'  total  bill  was  $24,813,000,  or  only 
$13.87  per  capita,  a  minimum  rock-bottom  figure,  save  for  Alabama 
with  her  low  of  $12.68. 

Arkansas  indeed  has  a  relatively  light  tax  burden ;  but  from  an 
administrative  and  economic  standpoint,  she  remains,  we  must  with 
embarrassment  confess,  in  an  unenviable  dark  corner. 

For  public  schools  her  contribution  was  mere  pocket  change, 
compared  with  even  the  sixteen  Southern  states  alone.  Her  $8,829, 
000  was  less  than  one-half  the  average;  and  when  all  the  states 
are  taken  into  account,  Arkansas'  "  chip-in  "  is  but  slightly  more 
than  one-fourth  the  general  average.  What  a  contrast  is  afforded 
by  California's  magnificent  support  of  schools — $127  per  pupil,  to 
the  $14,  $15  and  $16  of  Georgia,  Mississippi  and  Alabama! 

In  the  value  of  her  public  property,  such  as  court  houses,  schools 
and  hospitals,  Arkansas'  inventory  of  $5,000,000  competes  with 
Florida  for  the  booby  prize  among  the  Southern  coterie  of  states. 
Compare  this  with  Alabama's  and  Tennessee's  $9,000,000  each,  and 
with  Louisiana,  Mississippi  and  Alabama,  each  of  whose  public 
property  reaches  $13,000,000. 

In  the  field  of  highway  progress  the  picture  is  more  pleasing, 
especially  in  its  development  since  1922.  It  is  surprising,  yet  true, 
that  Arkansas  had,  on  December  31,  1925,  more  miles  of  improved 
highway,  surfaced  to  the  federally-approved  standard,  than  did 
California,  that  mecca  of  the  tourist  and  paradise  of  out-of-doors. 
Road  mileage  was  3795  in  Arkansas,  and  in  California  but  3383. 

Comparative  Burden  on  Farm  Lands 
The  United  States  Department  of  Agriculture  also  has  released 
interesting  findings  of  a  survey  of  the  tax  burden  on  farm  lands 
for  the  same  year  (1922).  One-half  of  the  population  of  our 
country  is  classified  as  "  rural  "  and  nearly  one-third  resides  on 
farms. 
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Since  two-thirds  of  the  people  of  Arkansas  reside  or  are  directly 
dependent  upon  farming  for  their  living,  that  state  is  characterized 
as  predominantly  agricultural.  The  tax  burden  iipon  her  farm 
lands  is  therefore  a  very  important  if  not  controlling  factor  in  her 
economic  strength. 

This  statistical  survey  reflected  an  average  value  in  plow  lands 
throughout  the  country  of  $69.89  per  acre,  and  the  1922  tax  at 
70.9  cents  per  acre.  This  ratio  registers  almost  precisely  the  one 
per  cent  burden  otherwise  ascertained,  as  heretofore  pointed  out. 
Arkansas  plow  lands  were  found  to  be  worth  ^33,  and  to  pay  taxes 
at  39  cents  per  acre,  or  about  11  mills  per  dollar  of  actual  value. 
Her  neighbors,  Louisiana  and  Mississippi,  stick  out  of  the  horizon 
with  heavier  rates,  of  24  and  26  mills  respectively,  on  the  average 
value  of  plow  lands. 

The  same  survey  showed  significant  variations  in  absolute  "  tax 
per  acre  "  comparisons.  For  example,  the  lowest  taxed  state  in  the 
Southern  group  was  Alabama,  whose  farm  lands  paid  only  27  cents 
per  acre  in  taxes,  as  against  39  cents  in  Missouri  and  Arkansas,  67 
cents  in  Mississippi,  and  77  cents  in  Louisiana,  with  Maryland 
farms  taxed  at  the  maximum  rate  of  85  cents  per  acre. 

But  Indiana  farm  lands  paid  at  the  average  rate  of  $2.09  per 
acre.  A  like  disproportionate  burden  is  disclosed  in  all  the  granger 
group,  the  details  of  which,  if  dwelt  upon,  would  distort  the  broader 
'■  chart  of  cost "  which  it  is  my  purpose  here  to  merely  sketch. 

Taxes  are  Only  a  Part  of  the  Purchase  Price 

A  daring  writer  of  the  present  day  has  distinguished  himself  not 
less  by  resigning  from  the  Socialists  than  by  his  unique  plan  for 
preventing  war.  He  proposed  a  referendum  to  the  people,  on  the 
result  of  which,  if  war  ensues,  those  voting  affirmatively  should  be 
compelled  to  go  at  once  to  all  the  wars  declared. 

This  writer  gives  in  a  recent  issue  of  The  Dearborn  Independent 
an  explanation  of  "why  half  the  people  do  not  vote."  It  is,  he 
declares,  because  they  do  not  understand  or  care. 

And  this  recalls  the  story  of  a  Mississippi  mule.  A  colored 
tenant  of  a  cotton  plantation  in  the  rich  delta  of  that  state,  famous 
as  the  home  of  John  Sharp  Williams,  strolled  into  town  one  Satur- 
day morning  to  sell  his  old,  sorry,  flea-bitten,  broken-dowTi  mule. 
With  patience  and  persistence,  he  led  the  animal  up  and  down  Main 
Street  and  couldn't  get  a  bid.  Finally,  he  found  a  sucker  who  paid 
him  $20  "  for  mule  and  halter,  just  as  is." 

In  the  early  afternoon  the  purchaser  came  back  indignant,  sought 
out  the  negro  and  claimed  a  '"  re-neg."  "  What's  the  trouble,"  in- 
quired the  former  proprietor.  "  You've  cheated  me,"  the  buyer 
yelled;  "that  mule  busted  his  head  against  a  post  and  killed  his- 
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self — that  mule  was  blind!"     ''No;  he  wa'nt  blind,"  was  the  calm 
retort;  "he  just  didn't  give  a  d — n !" 

The  political  diagnostician  just  referred  to,  Allen  L.  Benson,  in 
the  periodical  cited,  asserts  that — 

"  x\s  a  people  we  are  not  competent — nor  shall  we  be  for  a 
long  time — to  pass  upon  technical  matters  that  must  concern  our 
government.  We  can  get  men  who  are  competent  and  we 
should  get  them.  Moreover,  we  should  give  them  power,  sub- 
ject to  our  peremptory  order  to  halt. 

We  should  have  a  more  efficient  government  if  the  Presi- 
dent, for  instance,  had  the  right  to  say  to  the  people :  '  Unless 
you  object,  I  shall  at  the  end  of  six  months  do  so  and  so.' 
During  the  six  months  the  people  could  talk  the  matter  over, 
make  up  their  minds  and  vote.  Once  a  year  would  be  often 
enough  to  take  a  vote  on  such  things. 

Frequent  consideration  of  public  questions  would  constantly 
increase  our  fitness  to  govern  ourselves — and  things  would  get 
done.  There  is  no  use  letting  things  drag  along  year  after 
year  unsettled,  because  our  machinery  for  settling  them  has  so 
much  more  breaking  power  than  engine  power." 

While  Benson's  plan  seems  plausible,  there  are  reasons  to  believe 
its  adoption  now  would  be  premature.  No  sound  excuse  exists  for 
compulsory  suffrage  until  civic  intelligence  and  pride  are  trained  to 
the  point  of  real  social  efficiency. 

The  Swiss  Republic  is  referred  to  as  a  model  state — a  practical 
example  of  enlightened  political  administration.  But  that  game  little 
Alpine  group  had  to  call  oft'  their  200-year  trial  of  compulsory  vot- 
ing as  a  failure.  Any  theoretical  panacea  is  perhaps  as  yet  unreal- 
izable. Like  many  other  worthy  ideal  but  impracticable  schemes — 
going  to  church  or  to  jail,  for  instance,  and  preserving  standard 
requirements  as  to  the  numerical  size  of  families — "  it  just  isn't 
being  done." 

Good  Government  Emerges  Only  Through  Travail 
Ideal  efficiency  in  a  Republic,  like  the  slow  evolvement  of  indi- 
vidual   character,    comes    only    through    sustained    discipline    and 
struggle. 

Ellsworth  Huntington  opens  his  stirring  treatise  on  '"  Civiliza- 
tion and  Climate  "  with  a  beautiful  passage,  suggesting  the  poten- 
tialities of  a  cultured  citizenship : 

"  The  nature  of  a  people's  culture,  like  the  flavor  of  a  fruit, 
depends  primarily  upon  racial  inheritance,  which  can  be  changed 
only  by  the  slow  processes  of  biological  variation  and  selection. 

Yet  inheritance  is  only  one  of  the  factors  in  the  development 
of  civilization.  Religion,  education,  government  and  all  of 
man's  varied  occupations,  customs  and  institutions  —  his  ''  in- 
herited culture"  as  the  anthropologists  say — form  a   second 
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great  group  of  social  influences  whose  power  seems  immeas- 
urable. 

They  do  for  man  what  cultivation  does  for  an  orchard.  One 
tree  may  bear  a  few  wormy,  knotty  little  apples  scarce  fit  for 
the  pigs^  while  another  of  the  same  variety  is  loaded  with  great 
red-cheeked  fruit  of  the  most  toothsome  type. 

The  reason  for  the  difference  is  clear.  One  tree  grows  in  a 
grassy  tangle  of  bushes  with  no  room  to  develop,  little  chance 
to  get  sunlight,  and  scant  opportunity  for  nourishment  because 
of  the  abundance  of  other  plants  and  the  poverty  and  thinness 
of  unfertilized  soil. 

The  other  stands  in  the  midst  of  a  carefully  tilled  garden 
with  plenty  of  room  to  expand  and  to  enjoy  the  sun,  and  where 
its  roots  can  spread  widely  in  a  deep,  mellow,  well-fertilized 
soil.  Moreover,  one  tree  is  burdened  with  dead  wood  and 
suckers,  and  infested  with  insects  and  other  parasites;  while 
the  other  is  carefully  pruned  and  sprayed." 

This  illuminating  writer  with  the  discriminating  judgment  of  the 
of  the  scientist  and  the  zesthetic  eye  of  the  poet  continues  the  word- 
picture  : 

"  Thus  the  two  great  factors  which  really  determine  the 
quality  of  the  fruit  are  inheritance  and  health.  The  other  fac- 
tors, namely,  food,  climate,  parasites,  and  cultivation,  are  im- 
portant chiefly  as  means  whereby  health,  or,  perchance,  inheri- 
tance, is  modified. 

Does  the  fruit  known  as  civilization  depend  upon  these  same 
conditions?  It  seems  to  me  that  it  does.  Few  would  question 
that  a  race  with  a  superb  mental  and  physical  inheritance  and 
endowed  with  perfect  health  is  capable  of  adding  indefinitely 
to  the  cultural  heritage  received  from  its  ancestors,  and  thus 
attaining  the  highest  civilization.  But  if  that  same  cultural 
endowment  were  given  to  a  sickly  race  with  a  weak  inheri- 
tance of  both  mind  and  body,  there  would  almost  surely  be 
degeneration." 

Before  we  can  determine  then  the  true  value  of  organized  soci- 
ety, and  therefore  the  fair  price  at  which  it  ought  to  be  obtained, 
we  must  grasp  a  few  fundamental  facts  and  definitions.  Let  us 
first  orientate  ourselves  in  this  No-Man's  Land  or  unoccupied  re- 
search ;  let  us  locate  the  points  of  the  compass. 

"What  constitutes  a  State? 
Not  high-raised  battlements  or  labored  mound. 

Thick  wall  or  moated  gate ; 
Not  cities  fair,  with  spires  anad  turrets  crowned, 

No ;  men,  high-minded  men. 
Men  who  their  duties  know. 

But  know  their  rights,  and  knowing,  dare  maintain — 
These  constitute  a  State." 
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The  Evolution  of  Democracy 

"  Modern  democracy  "  has  been  defined  as  "  that  form  of  social 
control  in  which  the  opinion  and  will  of  every  adult  member  of  the 
group  enter  upon  the  determination  of  group  behaviour " 

Social  control  in  its  feeblest  phase,  it  is  further  pointed  out,  is 
characteristic  of  animals.  Through  instinct  alone  submission  to 
leadership  is  prompted.  The  lowest  human  groups  evolve  a  dif- 
ferent type  —  control  by  habit  or  tradition.  Savage  communities 
illustrate  this  type — ^the  primitive  human  social  state. 

A  third  form  of  social  coherence  is  that  in  which  control  is  exer- 
cised by  the  despotic  power  of  a  small  group  over  a  larger.  This 
'■  authoritarian "  or  despotic  control,  it  is  explained,  maintained 
democratic  relations  within  their  own  group,  but  established  the 
unity  of  the  population  as  a  whole  through  a  fear-inspired  obe- 
dience. 

A  fourth  and  higher  type  has  gradually  emerged  among  modern 
civilized  nations.  In  this  type  the  unity  of  the  citizenship  is  secured, 
not  so  much  by  coercive  authority,  as  through  the  indirect  force  of 
rational  discussion,  the  formation  of  intelligent  public  opinion  and 
the  free  selection  of  leaders.  It  demands  not  merely  the  recog- 
nition of  certain  rights  of  the  individual  as  a  constituent  member, 
but  also  assigns  to  him  certain  functions  controlling  the  behavior 
of  the  group  entire.  This  status  is  therefore  "  not  so  much  a  stage 
of  development  of  the  state  as  it  is  a  new  phase  of  social  evolution, 
a  goal  towards  which  all  human  history  has  been  striving." 

And  so  remarks  Prof.  Charles  A.  EUwood : 

"  Whether  democracy  will  succeed  or  not  depends  upon  the 
effectiveness  of  indirect  means  of  social  control  such  as  edu- 
cation, public  discussion  and  the  possibility  for  vast  masses  of 
men  to  form  sound  opinions  and  execute  rational  decisions  as 
a  group.  If  democracy  fails,  obviously  social  control  must  re- 
vert to  control  by  a  master  class.  Thus,  it  is  rightly  said  that 
democracy  is  '  the  great  adventure  of  modern  civilization.'  " 

The  bountiful  blessings  of  modern  self-government  flow  in  fresh 
and  fluent  channels.  Social  activity  in  the  twentieth  century  is  a 
cornucopia  of  plenty,  from  which  are  strewn  in  the  lap  of  a  for- 
tunate generation,  industrial  expansion,  universal  education,  swift 
transportation,  health  promotives,  old-age  pensions,  maternity  pro- 
tection, hospital  facilities,  recreational  devices,  social  uplift,  and 
scientific  research.  These  indeed  are  but  a  few  items  in  the  long 
catalogue  of  community  functions;  and  they  do  not  begin  to  fill  the 
nooks  and  corners  of  that  broad  domain  comprehended  in  the  elastic 
term  "  general  welfare." 
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The  Fu-vctioxs  of  the  Social  Sciences 

Political  science  takes  interests,  motives  and  purposes  as  it  finds 
them  imbedded  in  the  hearts  of  men,  investigates  their  relationship 
to  one  another,  traces  their  mutual  influence  and  studies  the  polit- 
ical movements  which  they  beget.  Economic  effort  further  assumes 
an  even  more  difiicult  task.  It  draws  plans  and  specifications  for 
the  structure  of  modern  Government  and  writes  a  detailed  estimate 
of  cost. 

Adam  Smith,  "  the  foremost  figure  in  the  literature  of  economic 
thought,''  foresaw  the  limitless  reach  of  human  desires,  when 
through  the  genius  of  an  organized  brain,  he  devised  a  formula 
for  cultural  as  well  as  material  growth.  His  theme  was  the  due 
and  equitable  distribution  of  taxation,  so  that  when  once  a  program 
of  public  practice  had  been  planned  there  might  be  available  for 
its  attainment  a  definite  means,  fair  and  just  to  all  concerned. 

It  is  conceded  that  knowledge  is  a  cornerstone,  upon  which  civi- 
lization rests;  but  to  thoughtful  minds  knowledge  alone  does  not 
suffice.  Education  to  be  complete  must  develop  body,  mind  and 
soul.  There  must  be  a  recognition  and  nourishment  of  the  altru- 
istic principle — that  disposition  which  makes  a  man  rejoice  to  see 
his  neighbor  benefited,  though  he  himself  be  neglected  or  forlorn. 

It  is  this  deep  spiritual  element  of  character,  the  fruit  of  the 
religious  instinct,  which  has  done  more  to  bless  and  to  benefit  man- 
kind than  mere  force  or  any  faculty  of  mind.  The  Christian  re- 
ligion is  the  outstanding  flower  of  this  seed  of  the  spirit,  but  the 
ancient  faiths  of  other  peoples,  notably  the  Hebrew  nation,  have 
also  in  marked  degree  contributed  to  the  ideal  advancement  of  the 
race. 

Any  program,  therefore,  for  the  summmn  bonum  must  include 
not  merely  discipline  of  the  mind  but  of  the  heart  and  soul  as  well. 
Heartfelt  goodfellowship,  "  brotherly  love,"  if  you  please,  and  uni- 
versal knowledge  are  first  essentials  in  any  national  system  of  edu- 
cation. True,  these  prerequisites  can  be  compassed  more  speedily 
through  the  employment  of  material  forces;  and  therefore  a  bal- 
anced plan  contemplates  not  only  intellectual  but  material  adavance- 
ment  as  well. 

With  the  aid  of  compass  and  chronometer,  the  mariner  now 
guides  his  vessel  in  certain  course  along  the  pathless  deep ;  the 
surgeon,  too,  with  dextrous  hand  and  delicate  instruments,  probes 
into  the  human  skull,  opens  and  examines  the  most  sensitive  organ — 
the  seat  of  the  soul  itself — removes  the  tumor  from  the  brain,  and 
lo,  the  head  is  whole  again !  Mechanics  rear  colossal  buildings, 
their  cornices  commingling  with  the  clouds.  The  engineer  con- 
structs the  railroad  whose  bands  of  steel  now  belt  the  hemispheres. 

Man  stamps  his  foot,  and  ten  thousand  wheels  are  put  in  motion. 
He  turns  a  lever,  and  the  locomotive  surges  forward  on  its  tireless 
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course.  He  unhoods  the  telescope,  and,  with  curious  eye,  surveys 
the  heavens  to  their  endless  depths.  He  digs  into  the  earth,  ex- 
humes rude  fossils,  and,  from  their  flinty  records,  reads  the  musty 
chronicle  of  ages.  He  speaks,  and  science  has  an  hundred  ears  in 
anxious  waiting  to  receive  his  words,  transmitting  them  with  magic 
speed  to  distant  intellects.  In  each  separate  dewdrop  he  discovers 
with  his  wondrous  lens  myriads  of  moving,  living  beings. 

The  building  of  arterial  highways  and  the  wide  dissemination  of 
information  through  the  press,  the  radio,  the  telegraph  and  tele- 
phone, have  proved  most  potent  civilizing  agencies,  and  it  goes 
without  saying,  these  propelling  forces  will  be  included  in  any  well- 
ordered  system  of  general  community  advance. 

Wherever  good  roads  have  been  built  the  line  between  country 
and  city  has  been  erased,  thus  conducting  to  a  common  brother- 
hood. The  rural  populace  are  now  provided  with  arteries  for  inter- 
course undreamed  of  by  our  fathers.  Likewise,  the  extension  of 
facilities  for  intercommunication  have  all  but  annihilated  both  time 
and  space.  The  voice  of  the  civic  leader  can  verily  be  heard  around 
the  world.  It  is,  therefore,  with  a  keen  sense  of  the  changed  con- 
ditions of  mod<;rn  times  that  we  approach  the  problem  of  the  pur- 
chase of  a  commodity  of  universal  consumption — the  "  government 
of  tomofrow." 

This  commodity  is  still  as  indispensable  as  it  was  in  the  pagan 
era  of  the  Pharaohs,  but  the  standard  composition  of  the  commodity 
in  question  has  changed  with  the  times  and  the  manners  to  a  degree 
which  recalls  Cicero's  eloquent  lament,  "  O  tempora,  O  mores!" 

Both  the  quality  and  the  quantity  of  governmental  service  have 
shifted  with  the  varying  vista  of  the  kaleidoscope  of  Time.  Con- 
tent though  the  primitive  New  Zeaiander  may  yet  remain  with  "  the 
simple  life  "  in  government  and  with  its  per  capita  cost  of  a  dime 
a  year,  the  highly  enlightened  denizen  of  New  York  or  Boston 
cheerfully  pays  his  $80,  and  gets  full  "  value  received." 

No  one  will  deny  the  importance  of  a  budget  system  and  the 
careful  disbursement  of  all  public  funds.  Neither  will  anyone  dis- 
pute the  good  sense  of  the  home-dweller  of  today  who  promptly 
appropriates  for  comfort  and  convenience  the  telephone,  controlled 
heat  and  water  and  the  incandescent  light,  and  for  his  entertain- 
ment, the  silent  drama,  the  radio  and  the  wealth  of  literature  and 
art  which  adorn  his  study  and  make  him  virtually  a  citizen  of  the 
world. 

Changing  Legislative  Trend 

A  community  can  only  progress  in  proportion  to  the  impetus  of 
sound,  wholesome  and  constructive  legislation.  Time  was  when  the 
chief  function  of  courts  was  believed  to  be  the  punishment  of  crime, 
but  as  the  community  ascends  the  sunny  slope  of  civilization,  the 
mandates  on  our  statute  books  deal  in  an  increasing  degree  with  the 
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rights  of  property,  and  with  culture,  health  and  comfort — the  social 
welfare — of  the  citizenship  entire. 

Both  state  and  federal  governments  have  within  the  past  decade 
entered  extensively  upon  activities  hitherto  confined  to  private  initia- 
tive. It  is  only  for  forty  or  fifty  years  that  states  have  realized 
their  responsibility  with  respect  to  public  education ;  and  within  the 
past  ten  years  that  either  state  or  Federal  Government  has  given 
serious  consideration  to  public  roads. 

The  two  outstanding  public  problems  of  the  day  are  education 
and  good  roads.  It  is  in  the  field  of  education  that  too  many  states 
have  been  most  shamefully  remiss.  Nor  is  the  outlook  heartening, 
when  we  see  the  faint  ideals  under  which  exertions  in  the  past 
have  faltered  and  expired.  The  real  depth,  and  breadth,  and  height 
of  true  culture  have  been  missed. 

President  Butler  of  Columbia  University  defines  education  as 
"adjustment  to  the  spiritual  possessions  of  the  race."  In  that 
broad  and  inclusive  field,  undoubtedly  religion  must  have  a  domi- 
nant place.  For,  as  has  been  aptly  said,  "  When  the  spiritual  pos- 
sessions of  the  race  are  defined,  one  finds  along  with  those  that  are 
scientific,  literary,  aesthetic  and  institutional,  a  religious  heritage 
that  outshines  all  the  others.  We  are  '  heirs  of  all  the  ages,'  re- 
ligiously as  well  as  in  other  respects.  .  .  .  One  cannot  be  regarded 
as  well  educated  who  has  not  been  led  into  the  possession  of  his 
religious  inheritance." 

What  is  the  Goal  of  the  Educational  Process? 

It  is  said  also  that  the  truly  educated  person  is  he  who  is  socially 
efficient.  Even  so  it  is  still  true  that  spiritual  development  cannot 
be  omitted  from  the  scheme.  The  Bible  is  interwoven  with  every 
phase  of  national  life.  To  be  fully  understood  American  history 
must  be  read  in  the  light  of  Holy  Writ.  It  is  impossible  to  appre- 
ciate literature  without  an  intimate  knowledge  of  the  Scriptures. 
American  law  finds  its  supremest  sanctions  in  the  principles  of  jus- 
tice laid  down  in  the  Word  of  God. 

While  our  republic  is  irrevocably  committed  to  the  doctrine  of 
the  separation  of  Church  and  State,  it  is  of  superlative  importance 
nevertheless  that  our  training  system  shall  imbue  youth  with  ideals 
which  reach  beyond  the  sordid  lines  of  Here  and  Now.  "  Where 
there  is  no  vision  the  people  perish." 

Herbert  Hoover,  in  a  very  recent  utterance,  declared : 

"  We  who  are  concerned  in  any  way  in  the  betterment  of 
children  are  engaged  in  a  work  of  racial  defense,  and  it  is 
essential  that  we  summon  to  the  task  the  most  accurate  knowl- 
edge that  science  can  give,  that  we  perfect  our  social  machinery 
and  man  it  with  experts,  and  that  we  look  steadily  ahead  to  a 
clearly  visioned  goal." 
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Ideal  Government  ''  A  Pearl  of  Great  Price  " 

The  materialist,  if  moved  at  all  by  these  considerations,  may  ask, 
'■  What  price  Government  ?" 

As  if  the  ultimate  contact  between  sovereign  and  subject  were  a 
commonplace  transaction  of  exchange  —  a  mere  bartering  for  ad- 
vantage between  vendor  and  vendee.  This  view  of  the  relation- 
ship between  the  government  and  the  governed  is  alas  too  true  to 
life !  And  the  medium  of  exchange  in  that  prosaic  deal  is  but  a 
despised  stipend,  bearing  the  odious  label,  "'  taxes.'' 

Not  so  with  the  idealist.  He  sees  in  the  community  a  family 
relationship,  a  cooperative  guild,  wherein  the  ruling  motive  is  "  all 
for  each,  and  each  for  all." 

The  older  reason  for  taxation  was  the  contract  or  reciprocity 
principle.  It  was  identified  with  the  eighteenth  century  contract 
theory  of  the  state.  This  theory  holds  that  taxes  are  a  mere  ex- 
change between  the  individual  and  the  state ;  that  the  Government 
performs  certain  services,  like  that  of  protection  for  the  individual, 
and  that  the  individual  gives  the  Government  something  in  return. 

This  idea,  however,  has  been  completely  superseded.  Modern 
political  philosophy,  says  Dr.  Seligman,  does  not  recognize  the  con- 
tract theory.  The  individual  does  not  bargain  with  the  state.  He 
is  born  into  it. 

In  this  sense  the  state  is  as  much  a  part  of  the  individual  as  the 
family  is  a  part  of  the  individual.  Just  as  the  individual  involun- 
tarily assumes  certain  obligations  to  his  family,  so  he  assumes  obli- 
gations to  the  larger  group  of  which  he  is  a  member.  It  is  there- 
fore as  much  his  duty  to  support  the  state  as  it  is  to  protect  his 
family. 

The  analogy,  however,  may  be  extended  further,  declares  our 
distinguished  past  president.  "The  state  is  indispensable  to  modern 
life.  We  cannot  conceive  of  anyone  living  outside  of  the  state. 
Since  no  one  can  throw  off  the  obligations  of  his  Government — 
which  in  the  last  instance  can  demand  one's  very  life — it  is  as  much 
the  duty  of  the  individual  to  support  the  state  as  it  is  to  support 
himself." 

The  obligation  to  pay  taxes  may  therefore  be  deemed  in  modern 
times  to  be  a  natural  duty,  and  the  state  is  everywhere  justified  in 
converting  this  moral  into  a  legal  obligation. 

What  Price  Government — The  Final  Answer 

The  price  of  good  government  is  not  like  the  cryptic  price-tag  in 
the  old  Rialto,  written  in  a  secret  symbol,  which  only  the  dealer 
could  decipher.  It  is  writ,  forsooth,  in  w-ords  and  figures  which 
the  humblest  wayfarer,  unless  indeed  he  be  a  fool  and  a  reckless 
speeder  too,  can  both  read  and  comprehend. 
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Like  ancient  Gaul,  the  "  price  of  government  "  is  divided  into 
three  parts — a  few  cents  (bulking  small  against  the  mass  of  other 
items  which  make  up  the  modern  cost-of-living  budget),  plus  a  few 
hours  of  time  regularly  devoted  personally  or  by  proxy  to  a  study 
of  public  affairs,  plus  a  willingness  to  participate  in  a  glorious 
game  more  honorable  and  engaging  than  even  "ye  ancient  golfe," 
that  of  "  government  of  the  people,  for  the  people  and  by  the 
people." 

Chairman  Long  :  It  has  been  my  pleasure  to  know  Doctor 
Vaughan  for  a  good  many  years,  and  I  always  had  the  suspicion 
that  he  must  have  come  from  my  state.  Since  hearing  his  brilliant 
and  painstaking  address  tonight,  I  am  sure  that  the  roots  of  his 
ancestry  go  back  into  my  State  of  Massachusetts. 

I  think  that  we  ought  to  congratulate  ourselves  upon  having  such 
a  president,  but  I  think  he  ought  to  have  favored  us  by  appearing 
before  us  and  delivering  this   learned   address  with   his   cap   and 

gOWTl. 

I  am  pleased  at  the  information  that  he  gave  us  before  he  started, 
in  saying  that  the  President  of  the  University  of  Arkansas  was 
present  with  his  wife,  and  if  the  president  hasn't  any  more  de- 
grees kicking  around  there  that  he  can  give  George  Vaughan,  I 
suggest  that  he  make  a  suggestion  to  the  State  of  Alabama,  or  some 
other  state,  so  that  George  Vaughan,  when  he  next  appears  before 
us  can  have  two  degrees  instead  of  one. 

George  told  me  he  came  on  here  with  six  mule  stories,  and  he 
had  found  opportunity  to  get  rid  of  five  of  them,  and  he  asked  me 
to  get  rid  of  the  other.  Although  he  knew  that  I  would  not  have 
an  opportunity  to  make  it  apt,  I  must  throw  it  in  somewhere. 

The  story  is  told  in  Arkansas  of  an  old  gentleman  driving  his 
jackass  along  the  street  in  a  very  rickety  old  cart,  and  one  of 
George  Vaughan's  friends  came  along,  all  dressed  up  to  go  to  meet- 
ing. That  was  quite  an  occasion.  The  old  gentleman,  in  going 
along  the  road,  had  met  with  some  difficulties  and  gotten  into  the 
ditch  and  seemed  to  be  unable  to  get  out.  As  George's  friend  came 
along  to  this  old  fellow  who  had  slid  off  the  road  into  the  ditch,  he 
did  not  feel  much  like  going  out  of  his  way  to  help  him  get  out. 
He  saw  the  old  man  was  trying  with  difficulty  to  get  the  cart  out 
of  the  ditch,  but  finally  his  feeling  of  fairness  overcame  him,  and 
in  spite  of  his  good  clothes  he  got  down  into  the  ditch  and  struggled 
with  the  jackass,  and  finally  got  hold  of  a  wheel,  and  the  cart  came 
out  of  the  mud,  and  the  old  fellow  was  very  much  pleased,  and  he 
expressed  his  feeling  in  a  very  few  words  by  saying,  "  Well,  stran- 
ger, you  have  been  a  very  great  help  to  me ;  I  don't  see  how  I 
should  have  gotten  out  of  that  ditch  without  the  help  of  two  jack- 
asses." 
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So  far  as  I  can  see,  this  also  gets  me  out  of  a  hole,  because,  un- 
less there  are  some  questions  that  you  want  to  ask  George  Vaughan 
in  relation  to  his  paper,  or  have  some  other  discussion  in  relation 
to  the  Governor's  speech  which  preceded  that  of  Doctor  Vaughan, 
the  next  part  of  this  session  is  the  annual  meeting  of  the  National 
Tax  Association.  Before  we  start  on  that,  those  in  attendance  at 
the  conference  should  now  have  an  opportunity  to  speak  about  any 
of  the  subjects  which  may  have  come  up  during  the  conference  on 
which  they  wish  to  express  an  opinion  or  on  which  they  wish  to 
ask  any  questions.  The  meeting  is  open  to  any  one  who  wishes  to 
speak  on  anything  of  that  nature. 

C.  P.  Link  (Colorado)  :  I  think  that  it  would  be  nice  if  we  might 
hear  from  the  President  of  the  University  of  Arkansas,  just  a  few 
words. 

Chairman  Long:  Mr.  Link  has  made  a  very  valuable  sugges- 
tion, and  I  appoint  Mr.  Link  to  escort  the  President  of  the  Univer- 
sity of  Arkansas  to  the  platform,  that  we  may  see  the  character  of 
the  man  who  had  the  temerity  to  give  Doctor  George  Vaughan  his 
degree. 

Dr.  John  C.  Futrall  (President  of  the  University  of  Arkansas)  : 
Mr.  Chairman  and  Gentlemen  of  the  National  Tax  Association : 

It  really  did  not  require  very  much  courage  for  the  University 
of  Arkansas  to  confer  this  honorary  degree  on  George  Vaughan. 
George  was  a  graduate  of  that  institution,  and  we  have  thought  for 
a  long  time  that  he  has  been  conferring  a  considerable  amount  of 
credit  upon  it,  and  it  was  a  great  pleasure  to  us  to  have  the  oppor- 
tunity of  doing  a  thing  of  this  sort.  I  want  to  tell  you  that  it  was 
not  only  because  he  had  been  elected  President  of  the  National  Tax 
Association  that  the  University  of  Arkansas  did  that,  though  that 
fact  may  have  entered  into  it,  to  some  extent. 

The  fact  that  he  was  elected  to  this  position  was  no  surprise  to 
us  who  have  known  him,  for,  he  has  had  the  reputation  in  the  State 
of  Arkansas  for  a  long  time  of  deserving  such  an  honor  as  that. 

If  I  may  say  just  a  further  word  about  this  association,  I  believe 
it  would  be  to  say  that  this  association  is  dealing  with  one  of  the 
most  intricate  and  irritating  and  important  questions  that  comes 
before  any  people  anywhere  in  the  world.  We  hear  a  great  deal 
of  talk  nowadays  about  this  matter  of  increasing  taxation,  but  in 
my  judgment  the  most  important  thing  is  to  find  out. whether  we 
are  getting  value  received  for  the  money  that  we  are  spending. 

There  is  a  very  great  difference  in  the  efficiency  with  which 
taxes  are  expended.  To  my  mind  one  of  the  important  things  in 
this  country  is  the  way  in  which  taxes  that  are  raised  for  county 
purposes  are  expended. 
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There  are  some  state  universities  that  have  made  very  exhaustive 
investigations  along  this  line,  and  some  of  them  have  discovered 
that  the  money  that  is  collected  and  expended  for  purposes  of 
county  government  is  in  very  large  measure  wasted.  I  think  the 
same  thing  is  true  also  of  municipal  expenditures. 

There  are  a  good  many  of  the  states  that  have  gone  pretty  far 
in  the  way  of  budgetary  control.  I  have  just  come  from  the  meet- 
ing of  the  National  Association  of  State  Universities  in  the  City  of 
Washington,  and  we  were  discussing  this  matter  there  just  a  few 
days  ago. 

It  appears  that  in  some  states  the  board  of  control  of  the  state 
university  has  had  taken  from  it  by  a  state  law  a  considerable  part 
of  its  powers.  In  some  cases  a  sort  of  super-board  has  been  ap- 
pointed, to  say  what  the  board  of  regents  can  do  with  the  money 
after  the  state  legislature  has  given  it  to  them. 

In  almost  all  cases  this  super-board  does  not  know  anything  like 
as  much  as  the  board  of  regents  knows  about  what  ought  to  be  done 
with  the  money  that  the  university  has.  It  is  very  much  as  if  we 
should  have  a  board  of  limitations  which  should  take  up  the  matter 
of  the  physician's  prescription  for  a  patient  who  is  desperately  ill; 
to  see  whether  the  particular  prescription  the  physician  has  given 
the  patient  is  going  to  be  given  to  him  or  whether  some  other  is 
going  to  be  specified. 

I  hope  that  this  National  Tax  Association  will  continue  its  work 
and  that  it  will  extend  its  work,  and  I  want  to  say  to  you  that  the 
state  universities  all  over  the  country  are  paying  more  and  more 
attention  to  these  matters  of  taxation  all  the  time.  They  are  em- 
ploying men  who  are  trained  in  that  field,  in  the  general  field  of 
economics,  and  you  may  look  to  them  in  your  work  in  the  years  to 
come,  I  think,  for  such  valuable  assistance  in  that  direction. 

Chairman  Long:  Are  there  any  other  delegates  or  friends  of 
the  conference  that  want  to  address  the  meeting?  If  not,  I  sup- 
pose we  shall  proceed  to  dissolve  the  conference  and  convene  the 
National  Tax  Association  for  its  annual  meeting,  I  do  not  know 
just  how  that  transformation  is  performed,  but  we  will  dissolve  the 
conference,  Mr.  President. 
23 
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MEETING  OF  THE  NATIONAL  TAX  ASSOCIATION 

President  Vaughan  :  I  wish  you  would  keep  your  seats.  This 
is  the  important  session  of  the  whole  conference,  the  annual  meet- 
ing of  the  National  Tax  Association. 

Now,  we  will  come  to  order  as  the  Annual  Meeting  of  the  Na- 
tional Tax  Association.  Those  members  of  the  association  who  are 
present  are  privileged  to  participate  freely  in  this  meeting. 

The  first  matter  to  be  attended  to  will  be  a  call  for  the  report 
of  the  treasurer,  Mr.  Holcomb. 

Secretary  Holcomb  :  At  this  late  stage,  Mr.  President,  I  will  be 
hasty  in  reading  this  report. 

(Reads  report) 

President  Vaughan  :  You  have  heard  the  reading  of  the  treas- 
urer's report.     What  shall  be  done  with  it? 

H.  P.  Sneed  (Louisiana)  :  I  move  it  be  approved  and  received. 

(Motion  duly  seconded) 

President  Vaughan:  Moved  that  the  treasurer's  report  be  re- 
ceived and  approved.     Any  remarks? 

(Ayes  and  noes) 

President  Vaughan  :  The  ayes  have  it ;  the  motion  is  carried. 
The  report  is  approved. 

Are  there  any  resolutions  to  be  presented? 

J.  Enos  Ray  (Maryland)  :  I  offer  the  following  resolution: 
Resolved,  That  the  president  be  authorized  to  appoint  a  standing 
publication  committee  of  three  members  to  supervise  the  publica- 
tion of  the  report  of  the  proceedings  of  the  nineteenth  annual  tax 
conference,  such  committee  to  also  edit  and  supervise  the  publica- 
tion of  all  reports,  pamphlets  and  literature  issued  by  the  associa- 
tion, the  secretary  of  the  association  to  be  chairman  of  such  com- 
mittee. 

I  move  the  adoption  of  that. 

(Motion  duly  seconded  and  adopted  without  discussion) 

J.  F.  ZoLLER  (New  York)  :  I\Ir.  President,  I  also  have  a  resolu- 
tion to  read. 

Resolved,  That  the  executive  committee  of  this  association  be 
authorized  to  take  steps  to  incorporate  this  association,  under  such 
laws  and  subject  to  such  detailed  provisions  as  it  may  determine; 
Provided  that  the  objects  and  purposes  shall  be  in  substantial  accord 
with  those  contained  in  the  present  constitution  of  the  association. 

Mr.  President,  I  offer  that  resolution  and  move  its  adoption. 
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(Motion  duly  seconded  and  adopted  without  discussion) 

Farwell  Knapp  (Connecticut)  :  I  have  the  following  resolution: 
Voted  that  the  president  be  authorized  to  appoint  a  committee  of 
not  exceeding  nine  members  to  consider  the  matter  of  joint  levies 
by  the  Federal  Government  and  the  states,  and  to  take  such  action 
thereon  as  may  in  the  judgment  of  this  committee  be  appropriate 
and  possible. 

Mr.  President,  I  offer  this  motion  and  move  its  adoption. 

President  Vaughan  :  Is  there  a  second? 

(Motion  duly  seconded) 

President  Vaughan  :  Moved  and  seconded  that  the  resolution 
just  read  by  Mr.  Knapp  of  Connecticut  be  adopted.  Any  dis- 
cussion? 

Henry  Walradt  (Ohio)  :  I  want  to  raise  a  question  of  order 
on  that  resolution.  Unless  I  am  mistaken,  my  understanding  is 
that  it  should  go  to  the  resolutions  committee,  for  recommendation 
by  that  committee  first.     I  may  be  mistaken. 

President  Vaughan  :  That  applies  to  conference  resolutions. 

Mr.  Johnson  (California)  :  I  should  like  to  ask  whether  that 
resolution  contemplates  final  action  without  bringing  the  matter  be- 
fore the  conference,  or  submitting  it  in  some  way  so  as  to  bring  it 
before  the  body.     I  do  not  understand  the  wording  of  it. 

(Resolution  re-read) 

Mr.  Douglas  Sutherland  (Illinois)  :  Has  it  been  the  custom  in 
the  past  for  such  a  question  as  that  to  be  taken  up  by  the  associa- 
tion, or  has  it  been  handled  through  the  conference  and  by  com- 
mittees authorized  by  the  conference? 

President  Vaughan  :  The  resolution  would  require  it  be  done 
by  the  association. 

Mr.  Sutherland:  You  mean  the  wording  of  that  resolution? 

President  Vaughan  :  Yes. 

Mr.  Sutherland:  But  the  question  that  I  am  asking  is  this: 
That  seems  to  be  a  general  question  of  taxation,  and  those  ques- 
tions, as  I  recall  it,  have  generally  been  taken  up  through  the  con- 
ference and  referred  to  the  resolutions  committee  of  the  conference, 
and  then  have  them  come  before  the  conference.  I  have  no  doubt 
the  association  has  all  the  power  in  the  world  to  take  it  up,  but  I 
was  wondering  whether  there  was  any  precedent  for  taking  the 
action  except  through  the  conference. 

President  Vaughan  :  I  am  not  aware  of  any  contrary  precedent. 
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Secretary  Holcomb  :  I  should  say  it  is  probably  a  matter  of  six 
of  one  and  one-half  dozen  of  the  other.  Sometimes  the  conference 
thinks  of  these  things  and  sometimes  the  association.  I  take  it  that 
the  association  would  never  take  any  action  in  the  way  of  an  official 
pronouncement  on  the  matter,  without  reporting  back  to  the  con- 
ference. I  should  say  that  that  would  be  contrary  to  all  history  of 
the  association, 

Mark  Graves  (New  York)  :  I  should  like  to  inquire  if  and 
when  any  such  procedure  as  this  has  ever  been  followed  in  a  meet- 
ing of  the  National  Tax  Association.    Perhaps  Mr.  Holcomb  can  tell. 

Secretary  Holcomb  :  I  could  not  remember. 

Mr.  Graves  :  No  such  action  was  taken  last  year. 

Secretary  Holcomb:  No. 

Mr.  Graves  :  Or  the  year  before. 

Secretary  Holcomb:  I  could  not  remember. 

Mr.  Graves  :  I  think  the  regular  procedure  would  be  that  of  re- 
ferring a  resolution  like  this  to  the  resolutions  committee,  and  let 
it  be  reported  to  the  conference.  I  don't  know  what  is  back  of  this 
resolution. 

President  Vaughan  :  The  Chair  is  not  informed  about  it,  but 
my  view  of  this  particular  resolution  is  that  it  relates  to  a  theory 
of  taxation  that  does  not  especially  concern  this  association  as  an 
organized  body,  except  in  an  advisory  way,  and  the  Chair  is  in- 
clined to  rule  that  this  resolution  ought  to  be  referred  to  the  con- 
ference, if  it  is  to  be  acted  upon. 

Mr.  Graves  :  I  believe  that  this  resolution  does  not  differ  so 
materially  from  other  resolutions  that  come  before  the  conference 
that  there  is  any  warrant  or  justification  in  presenting  it  before  the 
association  itself  at  this  time.  I  believe  it  should  take  the  course 
of  other  resolutions  presented. 

C.  P.  Link  (Colorado)  :  It  seems  that  now  we  have  adjourned 
from  the  conference  to  the  association,  as  I  understand  it.  If  it  is 
in  order,  I  move  you  that  this  resolution  be  referred  to  the  general 
resolutions  committee  of  the  conference. 

(Motion  duly  seconded) 

President  Vaughan  :  Is  there  any  discussion  on  that  motion  ? 

(No  response) 

President  Vaughan  :  All  in  favor  of  the  motion  to  refer  this 
resolution  which  has  just  been  read,  back  to  the  conference,  let  it 
be  known  by  saying  aye. 

(Ayes  and  noes) 
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President  Vaughan  :  Motion  carried.     It  is  so  referred. 

W.  H.  Blodgett  (Connecticut):  Resolved,  That  the  report  to 
the  nineteenth  conference  by  the  committee  appointed  to  consider 
the  amendment  of  the  constitution,  with  respect  to  representation 
and  voting  at  the  conferences,  be  referred  to  the  Executive  Com- 
mittee, with  directions  to  take  action  thereon  in  advance  of  the 
next  conference. 

I  offer  this  and  move  its  passage. 

(Motion  duly  seconded  and  adopted  without  discussion) 

Zenas  W.  Bliss  (Rhode  Island)  :  I  offer  the  following  reso- 
lution : 

Resolved,  That  the  officers  of  the  association  be  directed  to 
acknowledge  the  receipt  of  the  resolution  adopted  by  the  Western 
States  Tax  Payers'  Association  at  its  1926  meeting,  addressed  to 
this  association,  and  to  state  in  reply  that  the  matter  of  changing 
the  provisions  of  its  constitution  with  respect  to  representaion  and 
voting  at  the  annual  national  tax  conference,  will  receive  attention 
at  the  earliest  practical  moment. 

I  move  the  passage  of  that  resolution. 

(Motion  duly  seconded  and  adopted  without  discussion) 

President  Vaughan  :  Now,  Ladies  and  Gentlemen,  the  next 
order  of  business  is  the  election  of  officers  for  the  ensuing  year. 
Have  we  a  report  of  the  nominating  committee? 

William  Bailey  (Utah)  :  Mr.  Chairman,  your  committee  wishes 
to  recommend  as  follows : 

For  president,  the  Hon.  Joseph  S.  Matthews,  associate  justice  of 
the  New  Hampshire  Superior  Court. 

For  vice-president,  Professor  Harley  L.  Lutz,  Professor  of  Eco- 
nomics of  Leland  Stanford  University,  California. 

As  members  of  the  executive  committee,  in  place  of  Mr.  S.  G. 
Crarnp,  the  Hon.  Franklin  S.  Edmonds,  state  senator  and  chairman 
of  the  Pennsylvania  Tax  Commission. 

In  place  of  Mr.  H.  L.  Lutz  of  California,  C.  M.  Brown,  of  the 
Utah  Copper  Company,  Salt  Lake  City,  Utah. 

In  place  of  Mr.  H.  P.  Sneed,  Professor  E.  T.  Miller,  Professor 
of  Economics,  University  of  Texas. 

As  honorary  members  of  the  association  from  Canada,  the  Hon. 
J.T.White,  Solicitor  of  the  Treasury,  Province  of  Ontario;  R.  W. 
Craig,  Attorney  General,  Province  of  Manitoba. 

J.  Vaughan  Gary  :  I  move  the  adoption  of  the  report. 
(Motion  duly  seconded) 

Douglas  Sutherland  :  The  motion  should  read  that  the  reso- 
lution be  adopted  and  the  secretary  be  instructed  to  cast  the  ballot. 
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William  Bailey  :  I  handed  the  list  to  Holcomb,  and  he  had  it 
typed,  and  left  his  name  off  as  secretary  and  treasurer. 

President  Vaughan  :  A  dirty  trick  ! 

W.  H.  Blodgett  :  There  may  be  other  candidates. 

William  Bailey:  If  there  are,  I  will  step  aside  and  let  them  step 
forward.  You  have  long  known  and  understood  that  there  would 
not  be  any  National  Tax  Association  if  it  were  not  for  Holcomb. 
(Applause)  So,  therefore,  in  a  special  manner  and  with  special 
privilege,  I  want  to  name  Alfred  E.  Holcomb  as  secretary  and 
treasurer  of  the  National  Tax  Association. 

President  Vaughan  :  It  has  been  moved  and  seconded  that  the 
report  of  the  nominating  committee  be  received,  and  that  the  secre- 
tary be  instructed  to  cast  the  vote.    Are  you  ready  for  that  question  ? 

(Call  for  question) 

(Ayes  and  noes) 

Secretary  Holcomb  :  The  secretary,  in  obedience  to  that  reso- 
lution, casts  the  ballot  for  the  names  read  on  the  list  as  handed  in. 

Henry  F.  Long  (Massachusetts)  :  Aren't  you  going  to  put  this 
motion,  putting  Holcomb  in  as  secretary  and  treasurer? 

William  Mueller  (Minnesota)  :  I  move  that  the  President  be 
now  directed  to  cast  the  unanimous  ballot  of  the  association  for 
Mr.  Holcomb  as  secretary  and  treasurer. 

President  Vaughan  :  The  President  does  so  with  pleasure. 

I  think  it  is  in  order  to  have  the  new  officers  escorted  to  the 
Chair  at  this  time,  and  I  am  going  to  appoint  as  a  committee  to 
escort  the  newly  elected  president  to  the  Chair,  Mr.  Burnham  of 
Rhode  Island,  Mr.  Watson  of  Illinois,  and  Mr.  Foster  of  Texas— a 
good  strong  bodyguard.     Proceed,  gentlemen. 

Mr.  Burnham  :  Mr.  President,  I  have  the  pleasure  and  honor 
of  presenting  the  president-elect,  the  Honorable  Joseph  S.  Matthews 
of  the  State  of  New  Hampshire. 

Chairman  Vaughan  :  Mr.  Matthews,  you  have  my  sincere  com- 
miseration. 

President-Elect  Matthews:  Just  a  word  of  appreciation  of 
the  honor  which  you  have  conferred  upon  me,  for  which  Doctor 
Vaughan  says  I  should  be  commiserated. 

I  have  been  a  member  of  the  association  since  its  organization  at 
Columbus,  nearly  twenty  years  ago.  During  the  period  that  has 
elapsed  since  that  time  I  have  endeavored  to  serve  the  association 
as  best  I  could  in  my  humble  way,  and  have  been  devoted  to  its 
interests. 
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I  believe  that  my  name  was  suggested  by  some  of  the  older  mem- 
bers of  the  association,  and  I  appreciate  the  honor  you  have  con- 
ferred, more  particularly  on  that  account,  because  it  seems  to  assure 
me  that  during  the  years  we  have  worked  together  I  have  earned 
your  confidence  and  esteem  which,  after  all,  is  the  one  thing,  per- 
haps more  than  most  things,  that  makes  our  lives  worth  while. 

In  undertaking  the  new  duties  which  you  have  asked  me  to  per- 
form, I  shall  do  so  with  a  purpose  to  serve  you  to  the  best  of  my 
ability. 

Is  Professor  Lutz  in  the  room? 

Delegate:  I  understand  he  had  to  go  away. 

Philip  Zoercher  (Indiana)  :  Mr.  President,  are  we  ready  for 
anything  else  at  this  time  ? 

President-Elect  Matthews:  I  suppose  we  are,  if  there  is  any 
further  business. 

Philip  Zoercher:  I  have  been  a  member  of  this  conference 
since  1920.  I  think  I  attended  every  meeting  as  a  member  of  the 
association  since  that  time,  and  it  is  not  very  often  that  we  have 
the  pleasure  of  having  the  governor  of  a  state  attend  a  meeting. 
Some  of  you  who  were  here  yesterday  when  we  talked  about  the 
Indiana  plan,  took  exception  to  some  of  the  things  we  said,  saying 
that  it  interfered  with  local  self-government. 

We  have  here  tonight  a  governor  of  a  state  that  has  adopted  a 
plan  similar  to  the  Indiana  plan,  where  we  have  a  petition  of  ten 
taxpayers,  they  have  it  on  a  petition  of  twenty  taxpayers,  and  I 
should  like  to  have  the  Governor  of  Iowa  at  this  time  just  give  his 
own  ideas  on  the  result  of  the  law  that  they  now  have  in  Iowa; 
whether  it  has  done  any  good,  whether  it  has  benefited  the  people 
and  the  taxpayers  in  that  state,  by  a  reduction  in  the  cost  of  local 
government  or  not.  I  asked  him  whether  he  would  be  here  in  the 
morning,  and  he  said  he  would,  and  I  believe  a  few  minutes'  talk 
from  him  on  that  question  would  be  instructive  and  beneficial  to 
this  meeting.  I  should  like  to  have  the  Governor  of  Iowa  called, 
as  to  the  effect  of  their  new  law  giving  the  taxpayer  in  the  com- 
munities in  Iowa  a  right  to  appeal  in  reference  to  bond  issues  and 
tax  levies. 

Governor  Hammill  (Iowa)  :  Mr.  President,  Ladies  and  Gentle- 
men :  I  am  only  going  to  keep  you  just  a  moment.  This  talk  is 
absolutely  unexpected,  but  the  commissioner  asked  me  how  it  was 
working  out  in  Iowa,  and  he  also  referred  to  the  fact  that  some 
men  were  criticizing  him  yesterday  as  to  its  interfering  with  local 
self-government. 

There  may  be  some  criticism  of  that  kind  or  character,  but  when 
taxes  are  running  rampant  in  a  local  situation  it  is  high  time  that 
there  should  be  some  opportunity  for  review. 
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Here  is  what  this  very  thing  does:  It  calls  specific  attention  to 
the  taxpayer  as  to  what  is  going  on  in  his  very  community ;  he  has 
an  opportunity  to  be  heard  and  determine  the  question.  It  has 
saved  the  State  of  Iowa  thousands  and  thousands  of  dollars  during 
the  last  year  as  a  result  of  its  operation. 

They  talk  about  the  contractors  even,  having  accepted  it  as  a 
good  law,  knowing  that  contracts  are  going  to  be  let  on  the  square. 
They  are  no  longer  challenging  the  law,  as  they  did  at  the  time  it 
was  passed. 

To  my  mind,  it  is  in  the  interest  of  good  government;  it  is  in 
the  interest  of  sane  contracts,  and  it  gives  an  opportunity  for  the 
letting  of  contracts  in  a  manner  that  is  accepted  by  the  public  and 
by  the  contractors  as  well. 

Don't  let  anybody  for  one  moment  try  to  disabuse  your  mind  but 
what  it  is  an  advantage  to  the  whole  tax-paying  public,  because  it  is. 

George  Vaughan  :  I  want  to  read  an  announcement  that  should 
have  been  made  earlier  in  the  day.  It  is  from  J.  Vaughan  Gary  in 
connection  with  inheritance  taxation. 

The  National  Committee  on  Inheritance  Taxation  has  just  com- 
pleted a  reprint  of  its  report  submitted  to  the  Second  National 
Conference  on  Estate  and  Inheritance  Taxation,  held  in  New  Or- 
leans in  1925.  The  committee  has  included  in  the  report  final  drafts 
of  a  model  estate  tax  law  and  a  model  succession  tax  law.  Think- 
ing that  the  members  of  this  conference  might  be  interested  in  this 
publication,  the  committee  has  provided  a  sufficient  number  of 
copies  to  supply  the  members  present.  These  copies  may  be  found 
at  the  registration  desk.    This  is  at  the  request  of  Mr.  Gary. 

I  want  to  add  that  you  will  find  it  worth  while  to  take  a  copy 
along  with  you.  The  question  of  the  inheritance  tax  is  sure  to 
arise  in  nearly  every  legislature,  and  this  is  a  wonderful  document 
to  read  and  examine. 

J.  Vaughan  Gary  :  May  I  add  to  that,  that  there  are  more  than 
enough  to  supply  one  to  each  member,  and  if  some  of  you  want  to 
take  several,  I  should  much  prefer  you  to  take  them  and  use  them, 
rather  than  to  carry  them  back  to  my  office.  There  are  about  250 
copies  still  there.     I  brought  500. 

President-Elect  Matthews  :  I  will  say  that  the  resolutions  com- 
mittee of  the  conference  will  meet  at  9  o'clock  tomorrow  morning 
here  in  this  room.  The  conference  will  reconvene  at  9:30  tomor- 
row morning  to  take  up  the  question  of  the  extent  of  the  voting 
privilege  at  the  annual  conference. 

Is  there  any  further  business  ? 

(No  response) 

President-Elect  Matthew^s:  If  not,  the  Chair  will  entertain 
a  motion  to  adjourn. 
(Adjournment) 
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Friday  Morning,  November  19,  1926 

George  Vaughan  presiding. 

Chairman  Vaughan  :  We  will  begin  the  tenth  and  final  session 
of  this  conference. 

By  way  of  explanation  I  feel,  as  a  personal  matter,  that  I  ought 
to  explain  why  I  am  presiding  here  this  morning.  The  point  was 
raised  by  Mr.  Holcomb  and  others  that  I  had  been  elected  chairman 
of  the  conference.  I  should  much  prefer  to  have  the  newly  elected 
president  preside  here.  It  is  only  because  I  understood  I  was  to 
take  charge  of  this  meeting,  that  I  am  here,  and  at  your  service, 
not  as  president  of  the  association,  but  as  chairman  of  the  con- 
ference. 

Francis  N.  Whitney  (New  York)  :  Is  that  your  swan  song? 

Chairman  Vaughan  :  Yes,  that  is  my  swan  song. 

The  first  thing  on  the  program  is  the  matter  of  the  extension  of 
the  voting  privilege  at  the  annual  conference.  That  is  a  report  to 
be  made  by  Professor  Fairchild. 

Fred  R.  Fairchild  (Connecticut)  :  Mr.  President  and  members 
of  the  conference : 

It  will  be  recalled  that  at  the  1925  conference  there  was  pre- 
sented a  somewhat  urgent  plea  for  recognition  in  the  organization 
and  work  of  the  national  conference,  on  behalf  of  the  taxpayers' 
associations,  and  that  in  response  to  this  plea  the  conference 
adopted  the  following  resolution : 

Resolved,  That  this  conference  requests  the  National  Tax 
Association  to  appoint  a  committee  to  consider  the  amendment 
or  revision  of  those  provisions  of  its  constitution  dealing  with 
the  appointment,  credentials  and  voting  privileges  of  delegates 
to  future  conferences ;  said  committee  to  report  at  a  future 
conference. 

The  task  assigned  this  committee  was  not  an  easy  one,  and  it  will 
be  my  first  obligation  to  indicate  something  of  the  nature  of  the 
problem  that  confronted  us  and  the  considerations  that  led  us  to 
the  conclusions  to  which  we  shall  presently  invite  your  attention. 
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On  the  one  hand  we  have  these  various  state  and  regional  tax- 
payers' associations;  some  of  them  are  old  and  well-established 
organizations,  having  been  in  existence  for  years.  Some  of  their 
officers  and  members  are  members  of  the  National  Tax  Association, 
and  among  them  are  our  best  friends,  many  of  the  most  helpful 
and  influential  workers  at  our  annual  conferences.  Others  of  these 
associations  are  of  younger  growth  and  yet  are  starting  along  a 
path  which  offers  promise  of  results  of  value  and  importance  equal 
to  those  already  accomplished  and  being  accomplished  by  the  older 
organizations. 

On  the  other  hand,  we  are  all  aware  of  mushroom  taxpayers' 
associations,  so-called;  organized  from  time  to  time  by  special  in- 
terests, to  accomplish  certain  purposes,  and  which  pass  out  of  exist- 
ence as  soon  as  the  immediate  occasion  passes. 

These  taxpayers'  associations  are  asking  for  some  greater  recog- 
nition from  us. 

This  association  has  always  guarded  with  the  greatest  jealousy 
the  character  of  its  national  conferences.  These  conferences  have 
been  going  on  annually  for  a  good  many  years  now.  They  have 
developed  a  body  of  information  which  is  accepted  as  authority. 
The  annual  proceedings  are  among  the  most  important  documents 
in  taxation  to  be  found  in  America,  and  the  standing  of  these  con- 
ferences and  of  the  association  which  fathers  them  is  certainly 
something  of  which  we  can  all  be  justly  proud. 

One  of  the  principal  features — I  might  say  the  principal  feature — 
which  has  contributed  to  the  high  standing  which  is  maintained  by 
the  resolutions  adopted  by  these  conferences,  is  the  careful  way  in 
which  voting  at  those  conferences  has  been  restricted. 

This  is  our  problem;  we  must  give,  I  am  sure,  and  I  speak  for 
the  committee,  serious  and  friendly  consideration  to  this  plea  for 
recognition  on  the  part  of  these  taxpayers'  associations.  We  must 
obviously  discriminate  between  those  larger,  substantial,  useful, 
serious  organizations  and  the  other  kind  of  mushroom  affairs;  but 
we  must  certainly  not  turn  the  cold  shoulder  to  this  whole  group 
of  organizations  interested  in  the  same  problems  which  concerns 
us,  and  anxious  to  work  with  us  for  ends  in  which  we  are  all  in- 
terested. 

At  the  same  time  I  am  very  sure  that  the  committee  senses  the 
feeling  of  the  membership  of  this  association  when  it  concludes 
that  we  should  do  nothing  which  ma^  in  any  way  weaken  the 
standing  either  of  the  annual  conferences  and  the  resolutions  which 
those  conferences  from  time  to  time  put  forth.  This,  then,  is  our 
problem. 

Now,  constitutions  are  and  I  suppose  always  will  be  more  or  less 
queer  things,  and  the  constitution  of  the  National  Tax  Association 
is  no  exception. 
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Members  of  this  committee  have  been  giving  very  careful  study 
to  this  document  during  the  past  year,  and  especially  during  the 
past  few  days,  and  that  study  makes  it  clear,  in  the  first  place,  that 
the  constitution  of  the  National  Tax  Association  contains  evidence 
of  an  almost  uncanny  foresight  and  skill,  in  the  way  in  which  there 
have  been  organized  two  parallel  institutions;  on  the  one  hand  the 
National  Tax  Association,  continuing  permanent,  as  a  perpetuating 
organization,  and,  on  the  other  hand,  these  annual  conferences  for 
deliberation  and  discussion  and  for  bringing  out  the  consensus  of 
opinion  upon  tax  matters  and  occasionally  announcing  conclusions. 

I  think  we  are  all  impressed  with  the  wisdom  and  skill  of  the 
founders  of  this  association,  who  are  responsible  for  the  formula- 
tion of  the  constitution  and  for  the  remarkable  way  in  which  our 
history,  of  some  considerable  years  now,  has  justified  their  action. 

On  the  other  hand,  a  careful  study  of  the  provisions  of  the  con- 
stitution of  the  National  Tax  Association  discloses  language  so 
vague,  so  obscure  and  so  contradictory  that  at  first  sight  it  is  a 
wonder  that  we  have  been  able  to  exist  under  this  constitution. 

The  answer,  of  course,  is  that  we  have  been  guided  by  the  spirit 
and  not  by  the  letter  of  this  remarkable  document.  It  is  perfectly 
natural  under  these  circumstances  that  there  should  be  general  mis- 
understanding of  the  organization  of  the  National  Tax  Association 
and  of  the  conferences. 

I  venture  to  say  that  not  one  man  in  ten  right  here  now  in  this 
room  understands  precisely  the  relation  between  the  National  Tax 
Association  and  the  annual  conferences,  and  when  you  pass  from 
those  of  us  who  are  right  here,  and  are  experts,  so  to  speak,  to  the 
general  public,  or  even  to  that  part  of  the  general  public  which  is 
interested  in  taxation  and  in  our  work,  the  misunderstanding  is 
pretty  nearly  unanimous. 

The  committee,  as  it  proceeded  with  this  study,  came  to  the  con- 
clusion that  a  good  deal  of  the  feeling  of  isolation  and  lack  of 
hospitality,  which  is  evident  among  representatives  of  the  taxpayers' 
associations,  was  due  to  this  very  misunderstanding. 

Now,  I  am  going  to  crave  your  indulgence  for  a  moment  while 
I  read — it  won't  take  long — those  sections  of  the  constitution  which 
have  to  do  with  membership  in  this  association,  and  with  the  organ- 
ization and  voting  privileges  at  the  conferences : 

Article  II,  Section  1 :  "Any  person  in  sympathy  with  the  objects 
of  the  association  shall  be  eligible  to  membership.  All  memberships 
shall  be  continuing  and  the  dues  therefor  shall  be  paid  annually 
unless  the  membership  is  discontinued  by  reason  of  death,  resigna- 
tion or  non-payment  of  dues." 

Article  III  deals  with  the  annual  conference,  and  Section  2  reads : 
"The  administrative  personnel  of  each  annual  conference  shall  be 
composed  of  three   delegates  appointed  by  the  governor  of   each 


364  NATIONAL  TAX  ASSOCIATION 

state,  and  public  officials  holding  legislative  or  administrative  posi- 
tions charged  with  the  duty  of  investigating,  legislating  upon,  or 
administering  tax  laws." 

Section  3 :  "  The  educational  personnel  of  each  annual  confer- 
ence shall  be  composed  of  persons  identified  with  universities  and 
colleges  that  maintain  a  special  course  in  public  finance,  or  at  which 
that  subject  receives  special  attention  in  a  general  course  of  eco- 
nomics; members  of  the  profession  of  certified  public  accountants; 
and  public  men,  editors,  writers  and  speakers  who  hold  no  educa- 
tional or  official  position  but  who  have  developed  a  special  interest 
in  the  subject  of  taxation." 

Section  4:  "The  voting  power  in  each  conference  upon  any 
question  involving  an  official  expression  of  the  opinion  of  the 
conference  shall  be  vested  in  delegates  appointed  by  governors  of 
states;  universities  and  colleges,  or  institutions  for  higher  educa- 
tion, and  state  associations  of  certified  public  accountants,  each  of 
whom  shall  have  one  vote." 

Now,  you  will  note  first  that  the  membership  of  the  national 
association  is  virtually  unlimited.  I  think  that  that  certainly  was 
the  intention  of  the  framers  of  the  constitution,  and  no  question  I 
think  will  be  raised  as  to  that  point. 

You  will  note  that  the  personnel  of  the  conference  is  apparently 
limited  to  certain  specified  groups.  First,  delegates  appointed  by 
governors;  second,  public  officials  having  to  do  with  taxation. 
Those  two  may  be  what  is  called  the  administrative  personnel  of 
the  conference,  which  does  not  mean,  of  course,  that  they  have 
anything  to  do  with  the  administration  of  the  conferences,  but  that 
their  appearance  in  the  conference  is  on  account  of  their  adminis- 
tiative  positions  at  home.  Next  is  the  educational  personnel,  con- 
sisting not  of  delegates  appointed  by  institutions  of  learning,  and 
so  forth,  but  of  persons  identified  with  universities  and  colleges  and 
so  forth;  and  members  of  the  profession  of  certified  public  account- 
ants; and  then  public  men,  editors,  writers  and  speakers. 

I  should  presume  that  almost  anybody  who  wanted  to  attend  a 
national  tax  conference  could  get  himself  in  under  one  or  another 
of  those  heads,  and  I  gather  from  that  assumption  that  those  who 
drew  up  this  constitution  did  not  intend  to  eliminate  from  partici- 
pation in  the  annual  conferences  any  person  who  had  a  real  in- 
terest in  the  subject  of  taxation;  and  the  committee  is  of  the 
opinion  that  the  spirit  of  the  constitution  is  to  have  the  personnel 
of  the  annual  conferences  so  free  and  so  wide  that  any  person  with 
an  interest  in  the  subject  matter  might  find  himself  welcome. 

The  only  important  restriction  has  to  do  with  voting  on  questions 
of  expression  of  official  opinion,  and  here  we  have  a  very  peculiar 
provision :  Voting  power  upon  any  question  involving  an  official 
expression  of  the  opinion  of  the  conference  shall  be  vested  in  dele- 
gates appointed  by  governors  of  states. 
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Now,  remember  that  the  governor  is  limited  to  three  delegates, 
so  that  you  have,  entitled  to  vote  on  such  questions,  at  the  maxi- 
mum, three  delegates  from  each  state,  appointed  by  its  governor. 
Next,  delegates  appointed  by  universities  and  colleges  or  institu- 
tions of  higher  education ;  and  there  is  no  limit  prescribed  to  the 
number  of  delegates  that  may  be  thus  appointed.  And,  third,  dele- 
gates appointed  by  state  associations  of  certified  public  accountants, 
also  without  limitation. 

According  to  the  letter  of  the  constitution,  then,  it  would  be  quite 
possible  for  the  State  of  Massachusetts  to  send  as  representatives 
of  its  governor,  three  official  delegates,  delegates  appointed  by  the 
president  of  Harvard  University,  the  entire  faculty  of  Harvard 
University  if  he  should  so  choose,  and  as  delegates  of  the  associa- 
tions of  certified  public  accountants,  all  the  citizens  of  Massachusetts 
whom  the  presidents  of  such  associations  might  choose  so  to 
designate. 

We  do  not  in  any  way  limit  voting  at  the  conferences  by  the 
strict  letter  of  our  constitution,  and  yet  we  have  set  up  here  a  limi- 
tation, a  restriction,  which  in  spirit,  I  think,  implies  that  the  voting 
upon  questions  of  official  opinion  was  intended  to  be  limited  in  such 
a  way  obviously,  as  to  avoid  snap  judgment  and  ill-considered  opin- 
ions or  the  stampeding  of  the  conference  on  any  particular  occasion 
to  some  particular  opinion. 

I  repeat  that  it  is  somewhat  a  matter  of  wonder  that  with  so 
loosely  drawn  a  restriction,  the  spirit  of  the  constitution  seems  to 
have  been  carried  out  during  all  these  years,  in  spite  of  the  very 
feeble  letter. 

Under  these  circumstances  it  appears  to  your  committee  that 
recognition  may  safely  be  granted  to  the  taxpayers'  associations, 
while  at  the  same  time  not  letting  down  the  bars  as  regards  the 
voting  privilege,  and,  indeed,  with  some  further  restriction  of  those 
bars.  Your  committee  therefore  arrived  at  the  conclusion  that  the 
constitution  of  the  association  should  be  so  worded  as  to  remove 
those  ambiguities  as  to  who  is  welcome  to  the  personnel  of  the 
annual  conferences,  and  to  make  it  perfectly  clear  that  members  of 
taxpayers'  associations,  barring  those  of  the  most  extremely  ephem- 
eral character;  members  of  chambers  of  commerce,  manufacturers' 
associations  and  merchants'  associations  and  farmers'  organizations 
of  any  kind  of  standing  are  welcome  here  as  parts  of  the  personnel 
of  these  annual  conferences.  The  committee  is  convinced  that  any 
change  in  the  constitution  which  would  make  that  perfectly  clear, 
would  be  no  real  change  in  the  spirit  of  that  document  but  simply 
a  clarification  of  the  apparent  intention  of  its  framers. 

On  the  other  hand,  the  committee  believes  that  if  the  welcome  to 
the  conference  is  so  broadened  and  made  unambiguous  and  cordial, 
the  actual  power  to  vote  on  questions  involving  any  expression  of 
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official  opinion  may  be  and  should  be  more  carefully  restricted  than 
it  is  at  present.  The  committee  therefore  propose  that  voting  on 
such  questions  be  limited  to  the  delegates  appointed  by  the  gov- 
ernors of  states  and  territories  and  the  executive  of  the  District  of 
Columbia. 

That  may  seem  like  a  revolutionary  suggestion,  but  I  think,  if 
you  will  give  your  minds  to  it,  you  will  see  that  it  is  not  so  revolu- 
tionary; that  it  departs  little,  if  any,  from  the  spirit  of  the  consti- 
tution, under  which  we  have  lived  all  these  years,  and  that  if  any 
special  privilege  of  university  men  and  certified  public  accountants 
is  thereby  given  up,  the  loss  will  not  be  seriously  felt.  Upon  the 
committee  there  was  ample  representation  of  the  college  and  uni- 
versity men,  and  I  hope  that  our  academic  friends  in  the  associa- 
tion will  not  feel  that  we  have  in  any  way  betrayed  them.  As  re- 
gards the  certified  public  accountants,  I  have  been  informed  that 
such  associations  have  never  sent  a  delegate.  I  do  not  know  whether 
that  is  true. 

Secretary  Holcomb:  That  is  not  correct,  no;  they  have  often 
sent  them. 

Fred  R.  Fairchild  (continuing)  :  I  was  misinformed  as  to  that. 
But,  certainly,  delegates  from  those  associations  have  not  been  ex- 
tremely numerous;  and  they  also,  I  am  sure,  will  not  feel  that  they 
have  been  betrayed  or  that  they  are  losing  anything  valuable,  if 
this  particular  privilege  is  taken  away.  The  idea  is  that  if  we  can 
remove  all  special  privileges  and  have  everybody  treated  alike,  we 
can  remove  the  appearance  of  the  cold  shoulder  toward  any  form 
of  organization,  while  at  the  same  time  protecting  fully  the  voting 
privilege  on  questions  of  official  opinion. 

It  will  be  proposed  that  the  number  of  delegates  whom  the  gov- 
ernors may  appoint  be  unlimited,  and  specifically  that  the  governor 
may  choose  his  delegates  from  any  of  these  other  groups  eligible  to 
the  conference,  and,  further,  that  the  voting  on  questions  of  opinion 
shall  be  one  vote  for  each  state,  thus  preventing  undue  influence 
either  by  the  large  states  or  the  states  best  able  to  pay  delegates' 
expenses,  or  the  states  which  happen  to  be  in  closest  proximity  to 
the  place  where  the  conference  is  held  in  any  particular  year. 

With  this  introduction  I  shall  read  to  you  the  precise  wording  in 
which  the  committee  presents  its  recommendation. 

"The  Committee  on  Qualifications  and  Voting  Privilege  at  An- 
nual Conferences  recommends  that  the  provisions  of  the  constitu- 
tion of  the  National  Tax  Association  relating  to  membership  in  the 
National  Tax  Association,  personnel  of  the  annual  conferences, 
and  voting  on  official  expressions  of  opinion,  be  amended  to  read 
substantially  as  follows: 
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I.   Membership  in  the  National  Tax  Association 

Any  person  or  association  in  sympathy  with  the  objects  of  the 
association  shall  be  eligible  to  membership." 

The  only  change  that  we  suggest  there  is  the  addition  of  the  two 
words  "  or  association,"  to  make  perfectly  clear  what  is  now  in- 
tended, I  think;  that  an  association  is  eligible  to  membership,  as 
well  as  a  person.    The  rest  of  that  section  reads  just  as  it  is  now. 

"All  memberships  shall  be  continuing,  and  the  dues  thereof  shall 
be  paid  annually  unless  the  membership  is  discontinued  by  reason 
of  death,  resignation,  or  non-payment  of  dues." 

(These  provisions  correspond  to  Section  1  of  Article  II  of  the 
present  constitution.) 

"  II.   Personnel  of  the  Annual  Conferences 

The  personnel  of  each  annual  conference  shall  be  composed  of 
(a)   Delegates  appointed  by  the  governors  of  the  states  and  terri- 
tories and  provinces  and  the  executive  of  the  District  of  Columbia." 

The  change  there  is  that  the  limit  of  number  is  removed,  and  we 
have  added  the  territories  and  the  District  of  Columbia. 

"  (b)  Public  officials,  holding  legislative  or  administrative  posi- 
tions charged  with  the  duty  of  investigating,  legislating  upon  or 
administering  tax  laws." 

That  is  identical  with  the  corresponding  section  in  the  present 
constitution. 

"  (c)  Representatives  of  universities  and  colleges  that  maintain 
a  special  course  in  taxation  on  public  finance  or  at  which  these 
subjects  receive  special  attention  in  a  general  course  in  economics, 
such  representatives  to  be  chosen  from  members  of  the  faculty  or 
administrative  staff  of  each  such  institution." 

The  only  change  there  is,  that  we  have  added  the  word  "  taxa- 
tion "  to  "  public  finance  " ;  and  then  we  had  the  new  provision 
that  the  representatives  shall  be  chosen  from  members  of  the  fac- 
ulty or  administrative  staff  of  each  such  institution. 

I  think  that  carries  out  the  clear  spirit  of  the  present  constitu- 
tion. It  was  intended,  I  think,  that  these  college  and  university 
delegates  should  be  members  of  the  faculties  or  staffs  of  those  in- 
stitutions, who  were  engaged  in  teaching  public  finance  or  taxation, 
or  who  had  some  particular  interest  in  those  subjects,  on  account 
of  their  official  position. 

It  was  not  intended  that  the  president  of  the  university,  a  couple 
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thousand  miles  away  from  the  city  where  the  conference  was  to 
meet,  should  take  out  his  alumni  directory,  hunt  up  some  graduate 
who  happened  to  live  in  the  town  where  the  conference  was  held, 
and  appoint  him  as  the  representative  of  the  instituton. 
Continuing  the  list  of  the  personnel  of  the  conference : 

"  (d)  Representatives  of  state,  regional  and  national  associations 
of  certified  public  accountants,  state,  regional  and  national  taxpay- 
ers' associations,  state,  regional  and  national  tax  associations,  and 
other  state,  regional  or  national  associations  having  special  interest 
in  problems  of  taxation;  provided  that  such  associations  shall  have 
been  in  continuous  existence  for  not  less  than  two  years." 

That  clause  adds  the  state  taxpayers'  associations;  and  then  the 
general  phase  would  include  chambers  of  commerce,  manufacturers' 
associations,  merchants'  associations,  the  State  Grange  or  other 
farmers'  organizations — any  organization  with  a  special  interest  in 
taxation.  And  there  is  the  mild  limitation  of  continuous  existence 
for  two  years,  which  would  tend  to  keep  out  the  most  ephemeral 
institutions,  while  not  setting  up  the  bars  against  any  institution 
which  might  fairly  ask  for  recognition;  and  the  presence  here,  if 
there  is  a  doubtful  case,  of  a  representative  or  representatives  from 
a  doubtful  institution  can  scarcely  do  us  any  harm. 

Secretary  Holcomb  :  Pardon  me,  what  section  of  the  present 
constitution  are  you  on  now? 

Mr.  Fairchild  :  I  am  reading  recommendations  of  the  committee 
which  correspond  with  Sections  2  and  3  of  Article  III  of  the  con- 
stitution, which  has  to  do  with  the  personnel  of  the  conference. 
And  I  am  glad  you  called  attention  to  that,  Mr.  Holcomb,  because 
it  brings  out  the  fact  that  when  one  says,  "  My  gracious,  you  can- 
not let  those  people  in;  you  will  swamp  us,"  he  forgets  that  our 
present  constitution  intends  to  be  as  wide  open  as  it  can  be ;  to  let 
everybody  come  to  the  conference  and  take  part  in  its  deliberations, 
and  only  makes  restriction  when  it  comes  to  voting  on  questions 
which  involve  an  expression  of  official  opinion. 

Continuing  the  personnel,  the  next  group  is : 

"(e)  Public  men,  editors,  writers  and  speakers  who  have  devel- 
oped a  special  interest  in  the  subject  of  taxation."  That  is  identical 
with  the  corresponding  clause  in  the  present  constitution. 

"The  delegates  appointed  by  the  governors  of  the  states  and  terri- 
tories and  provinces,  and  the  executive  of  the  District  of  Columbia 
may  be  chosen  from  any  or  all  of  the  aforementioned  groups." 

That  is  rather  a  work  of  supererogation,  so  to  speak,  since  no 
limitation  was  imposed  upon  governors;  but  it  is  put  in  to  make 
still  clearer  the  intention  of  the  constitution  to  welcome  all  classes 
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to  the  personnel  of  the  conference,  and  to  leave  the  governor  en- 
tirely free  in  his  choice  of  delegates. 

Now,  I  come  to  the  third  part  of  the  recommendation,  namely, 
voting  on  official  expressions  of  opinion : 

"  III.   Voting  on  Official  Expressions  of  Opinion 

The  voting  power  in  each  conference  upon  any  question  involv- 
ing an  official  expression  of  opinion  of  the  conference  shall  be 
vested  in  delegates  appointed  by  governors  of  states  and  territories 
and  provinces,  and  the  executive  of  the  District  of  Columbia.  Upon 
any  such  question  each  state,  territory  and  the  District  of  Columbia 
shall  have  one  vote." 

That  corresponds  to  Section  4  of  Article  III  of  the  present  con- 
stitution. 

Now,  I  should  like  to  say  just  a  few  words  on  this  last  provision, 
the  one  which  perhaps  needs  the  most  explanation. 

There  are  substantial  changes  here.  In  the  first  place,  in  limit- 
ing the  vote  to  delegates  appointed  by  governors  only,  and,  second, 
in  limiting  the  voting  to  one  vote  to  each  state.  As  to  the  former, 
I  have  perhaps  said  sufficient.  It  does  not  appear  to  me  that  any 
individual  or  any  association  need  feel  that  it  has  lost  any  standing 
or  influence  at  the  conference,  through  being  deprived  of  a  privi- 
leged position  in  designation  as  a  delegate.  Any  one  can  go  to  the 
governor  of  his  state  and  ask  for  appointment  as  a  delegate.  The 
governor  is  not  limited  as  to  the  group  from  which  he  must  make 
appointments,  or  as  to  the  number  of  his  appointees.  If,  as  has 
been  objected  to  the  committee,  occasion  may  arise  in  which  a  cer- 
tain element  in  a  state  is  out  of  sympathy  with  the  governor  of  the 
state  and  finds  itself  unable  to  secure  appointment,  the  situation  is 
not  nearly  so  bad  as  it  may  at  first  sight  look;  and  the  answer  is 
two- fold. 

In  the  first  place,  any  such  person  may  come  to  the  conference, 
be  a  member  of  the  conference,  take  part  in  the  discussion,  propose 
resolutions,  and  do  everything  except  finally  cast  a  vote,  when  a 
resolution  expressing  official  opinion  is  before  the  conference. 

And  I  call  your  attention  in  this  connection  especially  to  our 
long-standing,  though  unwritten  and  informal  rule,  which  requires 
that  every  vote  expressing  official  opinion  of  the  conference  shall 
be  adopted  by  a  substantially  unanimous  vote. 

The  committee's  conclusions  are  very  largely  based  upon  the 
assumption  that  that  unwritten  rule  will  continue.  If  it  does,  the 
opportunity  to  vote  in  any  individual  case  becomes  of  relatively 
little  importance.  If  any  member  comes  here  without  the  gover- 
nor's credentials,  wishing  to  have  the  conference  adopt  some  reso- 
lution, upon  a  matter  in  which  he  is  interested,  he  is  privileged  to 
24 
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introduce  the  resolution  and  support  it  on  the  floor  of  the  confer- 
ence. If,  when  the  final  vote  comes,  the  resolution  has  commanded 
practically  unanimous  consent,  the  absence  of  his  one  vote  certainly 
won't  make  any  difference.  If,  on  the  other  hand,  there  has  de- 
veloped a  substantial,  serious  opposition,  his  one  vote  in  favor  is 
not  going  to  swing  the  ballots.  In  the  second  place,  if,  as  occa- 
sionally happens,  there  is  conflict  in  a  state  and  there  are  different 
parties  at  loggerheads  with  each  other,  and  the  governor  is  partial 
and  sends  delegates  representing  only  one  faction,  I  think  it  is  not 
unfair  for  us  to  say,  representing  a  national  organization,  that  the 
place  to  settle  those  family  quarrels  is  at  home  and  not  here  in  the 
national  conference;  and  that  while  we  may  express  sympathy  for 
the  faction  which  is  not  able  to  persuade  its  own  governor  to  send 
it  here  duly  accredited,  the  way  for  them  is  to  fix  that  up  and 
straighten  things  out  at  home  and  get  the  right  kind  of  a  delega- 
tion next  year. 

Now,  that  would  not  seem  so  cold  and  cruel  a  decision,  were  it 
not  for  the  consideration  to  which  I  have  just  called  your  attention, 
namely;  to  the  fact  that  it  is  inconceivable  that  the  failure  of  any 
person  or  any  faction  from  a  particular  state  to  receive  governor's 
credentials  can  prevent  that  faction  getting  a  fair  hearing  and  get- 
ting through  any  actual  resolution  which  has  the  well-nigh  unani- 
mous support  of  the  delegates  to  a  conference. 

Now,  somewhat  the  same  consideration  applies  to  the  other 
rather  revolutionary  proposition  in  this  last  paragraph,  namely,  that 
the  voting  be  by  states,  one  vote  to  each  state.  That  is  something 
which  we  have  not  done  heretofore.  Practically  I  conceive  that  it 
will  make  virtually  no  difference  in  the  conduct  of  our  proceedings. 

Just  a  picture  of  what  happens  when  a  resolution  comes  to  vote : 
Ir  has  already  been  presented;  the  members  presumably  have  had 
opportunity  to  think  it  over;  the  resolution  is  read;  the  chairman 
calls  for  viva  voce  vote ;  we  do  not  even  now  separate  out  those 
with  credentials  and  those  without;  we  trust  to  the  good  faith  of 
the  members  present;  we  call  for  an  aye  and  no  vote.  If  the  vote 
is  clearly  unanimous  or  practically  so,  the  chairman  announces  the 
vote  taken.  If  a  very  substantial  minority  appears,  the  chairman, 
under  our  unwritten  law,  reminds  the  conference  that  this  resolu- 
tion does  not  appear  to  command  substantially  unanimous  support, 
and  therefore  under  our  unwritten  law  it  will  not  appear  among 
the  official  expressions  of  the  conference. 

Now,  under  the  plan  which  the  committee  recommends  to  you, 
precisely  the  same  procedure  would,  I  conceive,  occur. 

The  chairman  will  call  for  the  ayes  in  favor  of  the  resolution, 
and  then  for  the  noes.  It  would  not  be  necessary  to  call  the  roll  of 
states.  If  there  were  no  votes  recorded  in  opposition,  the  chair- 
man would  declare  the   resolution  passed.     If  a   very   substantial 
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majority  voted  no,  he  would  declare,  assuming  still  that  our  written 
law  pevailed,  that  the  resolution  did  not  command  sufficient  support 
to  permit  it  to  stand  as  an  official  expression  of  our  opinion;  and  I 
imagine  that  only  on  the  rarest  occasions  would  it  even  be  necessary 
to  call  the  roll  of  the  states,  in  order  to  poll  the  state  delegations. 

So,  in  conclusion,  gentlemen ;  it  appears  to  the  committee  that 
amendment  of  our  constitution  in  substantially  the  terms  recom- 
mended would  accomplish  the  two  objects  which  the  committee  has 
had  before  it,  namely,  to  withdraw  even  the  appearance  of  unwel- 
come attitude  towards  any  organization  interested  in  the  work  of 
this  association  and  the  aims  which  it  tries  to  accomplish,  and  at 
the  same  time  to  preserve  intact  the  character  and  high  standing 
of  the  expressions  of  opinion  which  we  from  time  to  time  may  wish 
to  make,  and  without  any  material  departure  from  the  spirit  of  our 
existing  constitution,  while  at  the  same  time  clarifying  decidedly 
the  letter  of  that  document.     Thank  you. 

Chairman  Vaughan  :  What  disposition  shall  we  make  of  the 
report  ? 

J.  F.  ZoLLER  (New  York)  :  Just  one  question:  Supposing  that  a 
case  arose  where  somebody  called  for  a  poll  of  the  states.  Am  I 
correct  in  assuming  that  a  majority  would  control  and  pass  the 
resolutions  under  those  conditions,  or  is  it  two-thirds,  or  must  it  be 
a  unanimous  vote  ? 

Mr.  Fairchild:  That  depends  on  our  unwritten  law  of  substan- 
tial unanimity,  and  I  think  that  would  apply;  I  hope  it  would 
apply,  just  as  it  still  does.  That  is  the  unwritten  law.  It  is  not 
contained  in  the  constitution,  and  is  not  contained  in  the  draft  the 
committee  proposed. 

Chairman  Vaughan  :  Any  further  discussion  ? 

MiLBANK  Johnson  (California)  :  Mr.  Chairman,  our  western 
states  are  probably  responsible  for  the  bringing  of  this  matter  be- 
fore the  session,  and  I  should  like  to  say  a  few  words  upon  the 
product  of  this  committee. 

In  the  first  place,  I  have  never  sat  in  a  constitutional  assembly 
where  it  was  proposed  to  draw  up  an  amendment  to  the  constitu- 
tion, where  so  much  was  said  about  the  unwritten  law. 

If  there  are  any  disadvantages  of  this  organization  it  is  the 
rather  uncertain  tenor  of  many  of  the  delegates,  and  I  should  like 
to  have  seen  some  of  these  ambiguities  settled. 

I  know  in  the  West  we  have  many  unwritten  laws  that  juries 
recognize,  but  in  a  body  such  as  this  it  would  seem  that  we  could 
draft  an  explicit  document,  without  putting  too  much  reliance  on 
unwritten  law.  I  was  in  hopes  that  they  would  write  a  very  dis- 
tinct law. 
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I  am  sorry  to  say  to  you  that  I  cannot  go  back  to  our  organiza- 
tion in  the  West  and  report  entire  satisfaction  with  this  amendment. 
I  am  not  going  to  oppose  it  on  the  floor  here,  because  I  believe  that 
other  amendments  and  resolutions  have  been  adopted  which  cause 
me  to  believe  that  there  is  going  to  be  a  general  redraft  of  the 
constitution  and  by-laws,  resulting  from  the  incorporation  of  this 
organization. 

I  should  like  to  say  to  the  executive  committee  now  that  we  hope 
you  will  not  leave  too  much  to  unwritten  law.  I  hope  that  the 
executive  committee  which  has  this  duty  will  clarify  in  a  measure 
this  matter.  I  do  not  believe,  furthermore,  for  the  record  of  this 
association,  and  I  should  not  like  to  have  it  get  out.  that  90  out  of 
95  members  do  not  understand  the  relation  between  the  association 
and  the  conference. 

The  constitution  should  be  our  guide  and  the  foundation  upon 
which  we  have  constructed  our  organization.  I  am  not  saying  this 
in  criticism.  I  realize  that  there  is  progress  in  the  world.  I  realize 
that  we  have  had  to  change  our  views  in  many  ways;  our  un- 
written law  is  constantly  changing,  but  we  do  not  want  to  go  on  in 
a  loose  organization  that  goes  happy-go-lucky. 

In  our  state  we  have  had  some  question  as  to  the  authority  of 
delegates,  and  after  all  is  said  and  done,  we  have  to  get  together 
and  have  a  gentleman's  agreement.  I  think  we  ought  to  settle  these 
things  and  ought  to  have  it  definitely  understood.  I  hope  many  of 
you  will  remember  that  we  shall  have  to  go  before  our  separate 
bodies;  we  shall  have  to  make  representation  to  those  bodies  by 
whom  we  were  sent  here.  We  shall  have  to  spend  a  good  deal  of 
money  to  send  these  delegates  here ;  and  I  think  with  the  loose, 
indefinite,  intangible  authority  that  we  are  coming  here  with  now, 
it  is  going  to  increase  our  difficulty  to  get  proper  representation. 

However,  as  I  said  before,  I  am  not  going  to  oppose  this.  I  am 
going  to  pin  my  hope  on  an  intelligent  executive  committee  that  is 
going  to  revamp  the  whole  matter;  and  I  do  hope  you  will  con- 
sider, in  revamping  this  matter,  the  getting  it  on  a  more  definite 
and  distinct  basis. 

With  your  permission,  gentlemen,  I  should  like  to  state  that  I 
have  brought  to  this  conference  an  invitation  from  the  Mayor  of 
the  City  of  Los  Angeles  and  from  the  Chamber  of  Commerce. 
They  invite  you  to  hold  your  next  meeting  in  Los  Angeles.  We 
can  give  you  the  proper  accommodations  for  your  meeting,  and  we 
shall  be  able  to  give  you  a  good  time  if  you  come.  I  want  to 
assure  you,  you  will  be  very  welcome  if  you  do  come. 

Our  Western  States  Tax  Payers'  Association  will  do  all  in  its 
power  to  make  your  stay  happy.  We  are  not  mad  over  this  thing 
at  all ;  and  I  know  our  state  organizations  will  do  as  much  as  they 
can.  We  trust  you  will  hold  your  next  sessions  in  the  City  of  Los 
Angeles. 
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Chairman  Vaughan  :  Let  me  state  that  the  matter  of  the  next 
meeting  comes  under  a  dififerent  head.  If  you  have  any  further 
invitations  of  that  sort,  reserve  them  until  the  proper  time.  We 
are  now  discussing  this  report. 

Rupert  Asplund  (New  Mexico)  :  Mr.  Chairman;  as  director  of 
an  association  of  taxpayers,  I  want  to  express  my  appreciation  of 
what  seems  to  me  to  be  a  happy  solution  of  the  problem  of  extend- 
ing the  participation  in  these  conferences.  While  we  asked  for  a 
definite  statement  as  to  the  right  to  vote,  we  nevertheless  felt  that 
the  difficulty  was  largely  in  the  leaving  out  of  a  definite  reference  to 
associations  of  taxpayers.  We  have  learned  that  whatever  we  are 
able  to  accomplish  in  matters  of  taxation  is  largely  based  upon  our 
right  to  be  heard,  rather  than  in  the  right  of  final  decision,  and  I 
believe  that  we  are  placed  on  a  par  with  all  other  organizations  that 
have  representation  in  this  conference,  and  it  seems  to  me  that 
being  definitely  given  the  right  to  appoint  representatives  to  the 
conference  we  have  probably  all  that  we  have  any  special  right  to 
ask  for.  We  believe  that  in  all  probability  we  can  secure  represen- 
tatives of  our  organizations  as  delegates  by  the  governor  of  the 
state,  though  we  may  sometimes  have  to  ask  for  it.  While  the 
solution  may  not  appear  to  be  all  that  we  had  asked  for,  I  believe 
it  is  perhaps  the  only  solution  that  is  possible  pending  a  further 
general  revision  of  the  constitution. 

Philip  Zoercher  (Indiana)  :  In  reference  to  a  question  raised 
by  Mr.  Zoller  as  to  whether,  if  there  are  ten  delegates  from  one 
state  and  if  six  of  those  delegates  are  in  favor — whether  the  one 
vote  will  be  counted  for  it  or  not.  Why  can't  we  do  like  we  do  in 
national  conventions  or  in  state  conventions;  if  there  should  be  ten 
in  the  delegation,  and  there  should  be  six  for,  and  four  against  it, 
why  can't  there  be  six-tenths  of  a  vote  for  and  four-tenths  of  a 
vote  against  it?  Will  it  always  have  to  be  a  numeral  of  one  vote 
for  the  state?  The  sum  total  of  the  expression  would  be  one.  I 
don't  know  whether  that  might  present  some  great  fractions,  but  I 
think  it  would  be  all  right;  we  should  still  let  everybody  have  a 
voice,  and  yet  each  state  would  have  a  vote,  regardless  of  what 
their  differences  would  be  among  themselves.  I  don't  know  what 
the  unwritten  law  is,  whether  it  is  unanimous  or  almost  unanimous. 
That  ought  to  be  made  plain,  because  we  who  belong  to  the  Demo- 
cratic Party  learned  in  the  last  national  campaign  w^hat  a  two-thirds 
majority  means,  and  we  are  trying  to  get  away  from  that.  We 
ought  to  have  some  kind  of  an  understanding.  I  believe  the  best 
way  would  be  to  let  the  vote  of  the  state  be  cast  six-tenths  and 
four-tenths,  or  nine-fifteenths  and  six-fifteenths,  so  the  total  would 
be  one  vote. 
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Mr.  Riley  :  As  I  understand  the  theory  of  the  committee  not  to 
have  the  conference  packed,  in  respect  to  its  voting  capacity,  that 
is  to  say;  to  have  the  states  reasonably  well  represented.  Now,  in 
the  event  that  we  take  tliese  fractions  tliat  tlie  gentleman  from 
Indiana  contemplates,  I  should  like  to  have  him  explain  how  many 
compounders  you  will  require  to  ascertain  tlae  vote. 

Fraxcis  X.  Whitney  (New  York)  :  Unless  I  am  wrong  in  my 
matliematics,  as  I  usually  am  when  I  appear  before  Mr.  Zoercher's 
board — he  always  feels  I  am  wrong — I  cannot  see  the  difference 
between  recognizing  four-fifths  or  nine-fifteenths  and  giving  weight 
to  these  fractions,  in  giving  each  delegate  a  vote.  It  amounts  to 
exactly  tlie  same  tiling. 

J.  F.  ZoLLER :  You  only  have  one  vote  from  each  state.  The  sum 
total  will  only  be  one  vote. 

^Ir.  Whitxey  :  All  right ;  tlien  I  am  wrong  again. 

Charles  Tobin  (New  York)  :  I  move  the  adoption  of  the  report 
of  the  committee. 

(^Motion  duly  seconded) 

Chairman  Vaughax  :  Moved  and  seconded  that  this  report  be 
accepted.     Any  further  discussion? 

(No  response) 

(Ayes  and  noes) 

Chairman  Vaughax  :  It  is  quite  unanimous,  and  it  is  accepted. 

C.  A.  Dyer  (Ohio)  :  I  think  it  would  be  a  good  idea  if  this  com- 
mittee would  append  to  this  report  its  understanding  of  the  un- 
written law. 

Chairman  Vaughan  :  Gentlemen,  we  will  now  go  to  the  report 
of  the  committee  on  resolutions.  I  recognize  Governor  Bliss,  the 
chairman. 

Zenas  \V.  Bliss  (Rhode  Island)  :  Mr.  Chairman  and  Gentlemen: 
The  resolutions  which  I  will  present  to  you  as  the  report  of  the 
resolutions  conmiittee  have  all  been  considered  by  a  sub-committee 
of  the  resolutions  committee,  that  committee  consisting  of  five.  It 
was  intended,  after  the  sub-committee  had  finished  considering  these 
resolutions,  to  submit  them  to  the  whole  committee,  but  it  was  im- 
possible to  get  the  whole  committee  togeher.  and  tliey  have  been 
shown  to  as  many  of  the  committee  as  I  could  reach,  so  they  are 
not.  stricth"  speaking,  the  unanimous  report  of  the  resolutions  com- 
mittee, but  it  is  a  unanimous  report  of  the  committee,  so  far  as  the 
committee  could  be  reached. 

Now.  all  of  vou  gentlemen  who  have  ever  served  on  the  reso- 
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lutions  committee  will  probably  appreciate  the  difficulty  of  getting 
them  all  together,  thirty-eight  or  forty  men,  to  act  in  concerted 
action. 

I  am  presenting  these   resolutions   in  the   order   in   which  they 
were  presented  to  your  committee : 

Whereas,  The  problems  of  local  taxation  are  at  present 
attracting  more  attention  and  receiving  more  study  than  ever 
in  the  past,  and  such  study  and  attention  are  in  the  main  being 
carried  on  by  local  organizations,  such  as  boards  of  trade, 
chambers  of  commerce,  taxpayers  associations,  and  like  bodies; 
and, 

Whereas,  Such  bodies  have  found  difficulties  in  planning 
effective  programs  to  accomplish  the  desired  purposes  and  are 
seeking  and  do  not  know  where  to  turn  for  advice  as  to  methods 
of  organization  and  procedure ;  and, 

Whereas,  It  is  believed  that  the  National  Tax  Association 
could  be  of  great  assistance  to  all  such  local  organizations 
throughout  the  United  States,  by  studying  and  reporting  upon 
either  a  standard  program  or  an  outline  of  plan  and  scope  for 
their  work;  therefore,  be  it 

Resolved,  That  the  National  Tax  Association  be  requested 
to  appoint  a  committee,  composed  of  such  number  of  members 
as  it  may  deem  desirable,  to  study  the  problem  here  presented, 
and  report  thereon  in  such  manner  and  at  such  time  as  the 
said  association,  through  its  duly  constituted  officers,  may  de- 
termine. 

I  move  the  adoption  of  the  resolution. 

(Motion  duly  seconded,  and  adopted  without  discussion) 

Mr.  Bliss:  The  next  resolution  is  as  follows: 

Whereas,  It  appears  from  the  report  of  the  committee  ap- 
pointed under  the  resolution  of  the  1925  conference,  to  study 
uniformity  in  state  taxation  of  business  organizations,  that  a 
suggested  model  system  for  the  taxation  of  such  organizations 
should  be  prepared  sufficiently  in  advance  of  the  time  of  its 
consideration,  to  enable  intelligent  discussion  thereof;  there- 
fore, be  it 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  committee,  subject  to  such  changes  in  personnel 
as  may  appear  to  the  National  Tax  Association  desirable,  and 
that  its  recommendations  be  distributed  at  least  thirty  days  be- 
fore the  conference  of  1927. 

I  move  the  adoption  of  the  resolution. 

(Motion  duly  seconded,  and  adopted  without  discussion) 
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Mr.  Bliss  :  The  next  resolution  is  as  follows : 

Whereas,  There  has  developed  in  several  of  the  states  the 
problem  of  federally  owned  lands  which  are  not  taxable  and 
thus  depriving  such  states  of  substantial  amounts  of  tax  reve- 
nue; and, 

Whereas,  The  construction  of  roads  and  other  public  im- 
provements over  these  vast  unassessable,  untaxable  territories 
has  involved  the  extension  by  the  Federal  Government  of 
financial  aid  towards  such  construction;  and, 

Whereas,  This  federal  aid  has  brought  about  a  substantial 
amount  of  criticism  and  discussion  as  to  the  wisdom  of  and 
the  ultimate  results  of  such  a  course;  therefore,  be  it 

Resolved,  That  the  National  Tax  Association  be  requested 
to  appoint  a  committee,  consisting  of  such  number  as  it  may 
deem  desirable,  to  make  a  study  of  the  whole  question,  with  the 
purpose  of  discovering  whether  some  suitable  method  may  be 
devised,  whereby  the  states  may  derive  revenue  from  the  public 
domain  located  within  their  bounds;  such  committee  to  report 
to  the  next  conference. 

I  move  the  adoption  of  this  resolution. 

(Motion  duly  seconded,  and  adopted  without  discussion) 

Mr.  Bliss:  I  move  the  adoption  of  the  resolution. 

Whereas,  There  are  at  present  disturbing  signs  of  discon- 
tent throughout  the  country,  due  to  the  confusion,  difficulties 
and  uncertainties  arising  in  the  use  of  the  same  sources  of 
revenue  and  the  joint  employment  of  funds  by  the  Federal 
Government  and  the  states,  and. 

Whereas,  It  is  desirable  that  this  matter  be  studied,  to  the 
end  that  all  possible  sources  of  irritation  and  annoyance  be  re- 
moved and  that  the  states  and  the  Federal  Government  respec- 
tively be  able  to  rely  upon  sources  of  revenue  which  shall  be, 
as  far  as  possible,  permanent  and  be  free  from  interference  or 
curtailment,  by  action  of  the  one  or  the  other,  except  in  times 
of  exceptional  emergency;  therefore,  be  it 

Resolved,  That  the  National  Tax  Association  be  requested 
to  appoint  a  committee  to  consider  this  subject;  to  confer  with 
all  other  appropriate  organizations  and  agencies  of  the  states 
and  the  Federal  Government  and  to  report  thereon  at  such 
time  as  may  be  possible,  through  the  medium  of  a  future  an- 
nual conference  or,  of  a  special  conference,  if  such  a  confer- 
ence seems  to  the  National  Tax  Association  desirable. 

Mr.  Bliss  :  I  move  the  adoption  of  the  resolution. 

(Motion  seconded  and  carried,  without  discussion) 
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Mr.  Bliss  :  The  next  resolution  is  as  follows : 

Be  It  Resolved,  That  the  report  of  the  committee  made  to 
this  conference,  with  respect  to  the  amendment  of  the  pro- 
visions of  the  constitution  of  the  National  Tax  Association  as 
to  representation  and  voting  at  the  conferences,  be  received 
and  referred  to  that  association  for  its  careful  consideration  and 
for  action  thereon. 

I  move  the  passage  of  the  resolution. 

(Motion  duly  seconded,  and  adopted  without  discussion) 

Mr.  Bliss  :  The  next  resolution  is  as  follows : 

Whereas,  The  operation  of  and  the  procedure  under  the 
recently  enacted  statutes  of  several  states,  with  respect  to  the 
taxation  of  the  intangible  property  of  non-residents,  known  as 
"  reciprocal  "  statutes,  have  resulted  in  a  substantial  amount  of 
satisfaction  to  taxpayers  generally  and  have  greatly  simplified 
the  procedure  involved  in  the  settlement  of  decedents'  estates 
and  have  operated  as  a  wholesome  influence  upon  interstate 
taxation  relations;  therefore,  be  it 

Resolved,  That  the  National  Tax  Association  be  requested 
to  appoint  a  committee  to  conduct  a  country-wide  investigation 
of  the  possibilities  of  extension  of  these  reciprocal  inheritance 
tax  laws,  to  states  other  than  those  at  present  administering 
such  laws;  such  committee  to  consist  of  such  number  of  mem- 
bers and  of  such  persons,  whether  within  or  without  the  mem- 
bership, as  the  association  may  determine. 

Mr.  Bliss  :  I  move  the  adoption  of  the  resolution. 

(Motion  duly  seconded,  and  adopted  without  discussion) 

Mr.  Bliss  :  The  next  resolution  is  as  follows : 

Be  It  Resolved,  That  the  sincere  and  grateful  thanks  of  the 
Nineteenth  National  Conference  on  Taxation  be  extended  to 
the  Honorable  Gifford  Pinchot,  Governor  of  the  Common- 
wealth of  Pennsylvania;  Honorable  W.  Freeland  Kendrick, 
Mayor  of  the  City  of  Philadelphia;  Honorable  William  A. 
Schnader,  Deputy  Attorney  General  of  the  Commonwealth  of 
Pennsylvania;  Honorable  Charles  H.  Grakelow,  Director  of 
Public  Welfare  of  the  City  of  Philadelphia;  Honorable  Frank- 
lin S.  Edmonds,  chairman ;  Honorable  Grover  C.  Talbot,  sec- 
retary; Mr.  Jay  Gates,  treasurer;  Mr.  Thomas  W.  Hulme, 
chairman  of  the  finance  committee ;  Mr.  C.  L.  Turner,  chair- 
man of  the  committee  on  arrangements;  and  their  associates 
on  the  Local  Committee  on  Hospitality  of  the  City  of  Phila- 
delphia; Mr.  R.  S.  Henderson  of  Philadelphia,  chairman  of 
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the  credentials  committee,  and  assistants;  Mrs.  J.  M.  Steere, 
Mrs.  J.  Lord  Rigby,  and  their  associates  on  the  Women's  Local 
Committee;  Honorable  and  Mrs.  George  Woodward  of  "Kris- 
heim,"  Philadelphia;  the  members  of  the  Pennsylvania  Tax 
Commission;  the  Philadelphia  Chamber  of  Commerce;  the 
management  of  the  Wanamaker  store;  the  management  of  the 
Benjamin  Franklin  Hotel;  the  officers  and  members  of  the  ex- 
ecutive committee  of  the  National  Tax  Association ;  the  pre- 
siding officers  at  the  various  sessions;  the  speakers  upon  the 
program;  the  chairmen  and  members  of  the  several  committees 
reporting  to  the  conference;  the  Press  of  Philadelphia;  and 
all  others  whose  cordial  and  untiring  assistance,  cooperation, 
and  participation  in  the  proceedings,  and  in  the  entertainment 
of  the  members  and  guests,  have  contributed  so  signally  to  the 
success  of  the  conference  and  to  the  pleasure  and  comfort  of 
all  concerned. 

The  ladies  in  attendance  upon  the  nineteenth  annual  tax 
conference  heartily  concur  in  and  endorse  the  above  resolution, 
and  in  addition  desire  to  express  appreciation  of  the  excep- 
tional arrangements  provided  for  their  especial  pleasure,  com- 
fort and  convenience. 

Mr.  Bliss  :  I  move  the  adoption  of  the  resolution. 

(Motion  duly  seconded  and  adopted  by  a  rising  vote) 

Chairman  Vaughan  :  That  closes  the  resolutions.  Now,  there 
is  opportunity  for  miscellaneous  business,  and  Mr.  Holcomb  will 
suggest  such  items  as  call  for  specific  attention. 

Secretary  Holcomb  :  What  occurs  to  me  as  about  the  only  thing 
that  is  necessary  is  to  read  the  list  of  places  that  have  issued  invi- 
tations for  the  next  conference.  I  will  just  give  the  list,  without 
elaborating,  because  that  would  delay  you,  and  I  know  you  are 
anxious  to  get  out  just  as  soon  as  possible.  Also,  there  are  several 
people  here  who  have  come  a  long  distance  to  express  themselves 
with  regard  to  some  particular  place  for  the  next  conference. 

The  cities  that  have  asked  us  to  consider  them  are  as  follows: 
Detroit,  New  York  City,  Chicago,  Toledo,  Toronto,  Montreal, 
Mackinac  Island,  Grand  Rapids,  Seattle,  or,  as  it  was  put,  Mt. 
Ranier  or  Mt.  Baker;  Memphis,  Washington,  D.  C,  San  Fran- 
cisco, Bedford  Springs,  Pennsylvania,  Charleston,  South  Carolina, 
Shreveport,  Louisiana,  Jacksonville,  Florida,  and  Kansas  City,  Mis- 
souri. 

Mr.  Whitney:  And  Los  Angeles. 

Chairman  Vaughan  :  Add  Wausau  and  Los  Angeles. 

Secretary  Holcomb  :  I  haven't  any  doubt  they  are  here.  I  don't 
see  the  Los  Angeles  one. 
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Mr.  Gibbs  (Ohio)  :  I  didn't  hear  you  read  the  Columbus  invi- 
tation. 

Secretary  Holcomb  :  I  did  not.  There  are  probably  other  omis- 
sions, too.     I  expect  they  will  be  taken  up  at  the  proper  time. 

Chairman  Vaughan  :  Mrs.  Wendt  mentioned  Wausau,  Wis- 
consin. 

Anne  M.  Wendt  :  Yes ;  Wisconsin  would  certainly  give  the 
warmest  kind  of  welcome  and  hospitality  to  this  association  if  it 
would  come  there,  not  only  the  City  of  Wausau  but  the  State  of 
Wisconsin,  if  you  wish  to  come;  and  it  is  really  the  very  best  city 
in  the  United  States. 

Frank  P.  Stewart  (Utah)  :  I  have  been  waiting  for  an  oppor- 
tunity to  present  my  invitation.  You  were  in  Salt  Lake  City  six 
years  ago,  and  at  that  time  I  think  some  of  you  had  a  good  time  in 
our  city,  of  which  we  are  all  proud.  It  is  only  a  small  city  com- 
pared with  a  good  many  of  them,  but  it  has  people  there  who  like 
to  entertain;  we  had  Saltair,  we  had  Antelope  Island,  with  the 
buffalo,  but  they  were  not  available  for  hunting  then.  Now  you 
can  go  and  have  a  buffalo  hunt,  which  you  could  not  have  before. 
Then  since  that  time  we  have  opened  up  the  parks  of  southern 
Utah.  We  have  various  attractions,  and  while  we  have  had  you 
there  before,  we  should  like  to  have  you  come  again. 

To  bear  out  my  invitation  I  have  letters  from  the  Governor,  and 
from  the  Mayor  of  Salt  Lake  City,  and  the  Salt  Lake  Chamber  of 
Commerce.  They  cordially  invite  you  to  come  to  Salt  Lake  City 
for  your  next  convention,  or  any  of  its  conventions. 

W.  A.  Hough  (Indiana)  :  Mr.  President,  I  should  hate  to  think 
that  the  most  delightful  and  beautiful  spot  in  the  entire  United 
States  was  being  overlooked  in  searching  for  a  place  for  the  meet- 
ing next  year. 

We  have  down  at  French  Lick  Springs,  Indiana,  a  very  won- 
derful and  beautiful  hotel  where,  when  you  pay  for  your  rooms 
you  also  pay  for  your  meals.  They  have  two  18-hole  golf  courses 
there,  a  magnificent  swimming  pool  as  large  as  this  room ;  they  have 
horseback  riding,  tennis  courts  and  all  sorts  of  privileges  which  are 
extended,  without  any  additional  cost,  to  associations  that  hold  their 
conventions  at  this  wonderful  and  beautiful  place,  which  is  located 
among  the  hills  of  southern  Indiana.  The  springs  there  are  noted 
all  over  the  United  States;  and  there  is  also  another  attraction 
there  which  should  perhaps  not  be  mentioned  in  the  notes,  where 
little  balls  spin  around  that  are  not  found  on  golf  courses. 

The  National  Association  of  Druggists  met  there  this  year,  and 
I  was  one  of  the  speakers  on  the  program.  They  had  a  five-day 
session  there,  and  when  they  left  everybody  had  been  perfectly 
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delighted  with  the  fine  treatment  they  had  received,  and  in  addi- 
tion to  being  delighted,  those  in  attendance  were  amazed  to  find  out 
that  all  of  the  ladies  who  attended  the  conference  were  the  guests 
of  Mr.  Thomas  Taggart,  former  United  States  Senator  from  Indi- 
ana, and  no  charge  whatever  was  made  for  the  ladies.  I  might  say 
this  information  was  not  given  out  in  advance,  but  it  was  a  favorite 
subject  for  kidding  the  members  who  had  left  their  wives  at  home,, 
upon  the  theory  that  they  could  not  afford  to  pay  their  bills.  I  could 
not  promise  that  that  would  be  done  again,  but  I  believe  that  if  Mr. 
Taggart  looked  over  the  beautiful  assembly  of  ladies  which  we  have 
about  here,  he  would  extend  the  same  sort  of  courtesy  to  this  asso- 
ciation that  he  did  to  the  National  Druggists'  Association. 

It  is  a  wonderfully  beautiful  place.  It  is  amply  large  enough  to 
accommodate  a  convention  twice  as  large  as  this  is,  and  near  by  is 
the  hotel  at  West  Baden  which  has,  I  believe,  the  largest  dome  of 
any  public  building  in  the  United  States. 

Chairman  Vaughan  :  Invitation  speakers  are  limited  to  two 
minutes.  Make  the  invitations  brief.  They  will  not  be  acted  upon 
now,  as  the  executive  committee  passes  on  them. 

Mr.  Gibbs  (Ohio)  :  Mr.  President,  I  want  to  extend  an  invita- 
tion to  this  association  to  hold  its  next  meeting  at  Columbus,  Ohio. 
There  are  many  reasons  why  you  should  meet  there.  In  the  first 
place,  Ohio  is  a  wonderful  state.  In  the  second  place,  we  have 
ample  room.  As  has  just  been  said,  we  have  not  Saltair  there,  as 
the  gentleman  from  Utah  said,  but  we  have  plenty  of  hot  air,  which 
you  enjoy  sometimes. 

We  have  a  beautiful  city.  The  first  conference  was  held  in  Co- 
lumbus twenty  years  ago,  and  that  started  a  discussion  there,  and 
we  have  been  discussing  taxes  ever  since.  We  should  be  glad  to 
have  you  come  back ;  and  I  want  to  say  to  my  Democratic  friend 
from  Indiana,  speaking  about  the  two-thirds  rule,  that  whether  you 
retain  that  or  not,  the  next  Democratic  candidate  for  President  of 
the  United  States  will  come  from  Ohio,  the  Honorable  Vic  Don- 
aghey,  who  will  be  the  next  nominee ;  and  the  gentlemen  from  New 
York  can  reserve  their  exceptions  on  that  proposition. 

There  is  every  reason  why  you  should  meet  at  Columbus,  Ohio; 
it  is  easily  accessible,  has  plenty  of  hotel  room,  and  we  invite  you 
there.  300,000  people,  92  per  cent  of  whom  are  Americans,  ought 
to  speak  well  for  any  city. 

Now,  the  Ohio  delegation  extends  this  invitation.  We  represent 
the  Governor,  the  Chamber  of  Commerce,  the  Mayor  of  the  City, 
and  so  forth.  Even  today  here  we  have  the  professors  from  the 
University.  We  have  a  representative  from  the  great  corporations, 
and  we  have  my  friend  Mr.  Dyer  representing  the  embattled  far- 
mers.    There  is  every  reason  why  you  should  meet  with  us. 
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We  extend  to  you  a  cordial  invitation,  with  plenty  of  room,  cen- 
trally located.  In  view  of  the  fact  that  I  am  convinced  that  the 
executive  committee  is  going  to  accept  this  invitation,  I  think  that 
is  all. 

Mr.  Riley  :  There  does  not  appear  to  be  any  real  invitation  for 
this  convention,  and  I  am  sure  what  I  have  to  propose  will  be 
acceptable :  Any  city  West  of  the  Mississippi  would  like  to  have 
you  come  out  there. 

Mr.  W.  G.  Query  (South  Carolina)  :  I  wish  to  endorse  the  invi- 
tation extended  by  the  City  of  Charleston,  South  Carolina.  I  don't 
think  Charleston  is  the  best  city  in  the  United  States — each  of  you 
come  from  that  city;  I  don't  say  South  Carolina  is  the  best  state; 
each  of  you  come  from  that  state ;  but  I  ask  the  executive  com- 
mittee, in  considering  the  place  of  the  next  meeting,  to  consider 
Charleston,  for  the  reason  that  we  feel  that  we  have  that  that  will 
interest  each  and  every  one  attending  this  next  conference. 

There  are  historic  spots.  We  have  ample  hotel  facilities.  We 
have  the  wonderful  coast  country,  near  to  Florida,  and  we  feel  that 
we  can  offer  the  next  conference  all  those  things  which  are  inter- 
esting to  you. 

C.  P.  Link  (Colorado)  :  Frank  Perkins,  our  oldest  assessor  in 
Colorado  Springs,  has  charged  me  with  the  very  serious  and  very 
pleasant  duty  of  forever  letting  you  know  that  the  latch-strings  of 
Colorado  Springs  hang  on  the  outside,  to  this  conference. 

Colorado  has  been  honored  and  helped  by  one  conference  of  this 
association,  but  you  are  always  welcome  there  at  any  time  that  we 
can  persuade  you  to  come. 

J.  T.  White  (Ontario)  :  I  wish  to  hand  you,  on  behalf  of  the 
Province  of  Ontario,  an  invitation  from  the  Prime  Minister  of  the 
Province,  and  an  invitation  from  the  Mayor  of  the  City  of  Toronto, 
to  hold  the  next  conference  in  the  City  of  Toronto. 

All  I  can  say.  Gentlemen,  is  that  I  cannot  promise  you  a  better 
time  than  you  had  at  other  conferences,  but  it  will  probably  be 
different. 

W.  A.  Hough  (Indiana)  :  In  view  of  the  fact  that  a  political 
reference  has  been  made  here,  to  the  nominee  of  the  Democratic 
Party  for  president,  I  want  to  suggest  that  no  matter  who  may  be 
that  nominee,  that  this  conference  go  on  record  as  extending  to  him 
our  deepest  sympathy  and  regret. 

John  W.  A.  Jeter  (Louisiana)  :  I  should  like  to  present  the  invi- 
tation of  a  small  city  'way  do\vn  South  in  Dixie;  small  in  popula- 
tion but  large  in  progress,  industrial  growth  and  civic  pride.  I 
refer  to  Shreveport,  Louisiana.     We  have  some  unique  tax  situa- 
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tions  down  there  that  I  am  sure  the  delegates  would  be  interested 
in  becoming  acquainted  with  at  first  hand. 

For  instance,  the  parish — you  call  it  county — has  no  debt  what- 
ever. We  have  constructed  what  is  recognized  as  the  most  com- 
prehensive system  of  paved  roads  in  the  south  without  the  issuance 
of  a  single  bond;  all  paid  for  in  cash.  The  parish  does  not  owe 
five  cents.  We  are  now  erecting  a  $1,000,000  court  house  without 
the  issuance  of  a  single  bond;  all  paid  for  in  cash,  a  city  of  75,000 
population.  The  assessment  has  grown  from  $36,000,000,  in  1916, 
to  $160,000,000. 

We  have  ample  hotel  facilities,  with  reasonable  rates;  rail  and 
transportation  facilities  are  ample,  and  we  offer  you  the  hospitality 
for  which  the  South  is  famous,  and  if  we  can  secure  your  consent 
to  come  South  again,  and  to  come  to  a  place  which  is  relatively 
small,  compared  to  those  you  have  been  going  to,  we  shall  heartily 
welcome  you. 

Chairman  Vaughan  :  All  minds  at  rest? 

Mr.  Holcomb,  anything  else  in  the  way  of  miscellaneous  business? 
I  don't  know  of  any  other  business,  so  if  all  is  well  we  will  pro- 
nounce this  conference  adjourned  sine  die. 

(Adjournment  sine  die) 
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